STATE NORMAL COLLEGE 
YPSILANTI, MICH. 


| No. 202-3 JUNE-SEPTEMBER, 1941 


ECONOMIC 
-JOURNAL 


THE QUARTERLY JOURNAL OF 


- The Royal Economic Society 
EDITED BY 


J. M. KEYNES assistep sy E. A. G. ROBINSON 


4 . ‘ PAGE 
I. War Economics and War Potential— 
‘THE WHITE PAPER ON NATIONAL INCOME AND EXPENDITURE 

N. KALDOR 


“THE GERMAN WAR ECONOMY IN THE LIGHT OF ECONOMIC 
PERIODICALS ose ‘ a eee .. H. W. SINGER 


Il . Articles. 


TE CONSTRUCTION OF TABLES OF NATIONAL INCOME, EXPENDI- 
_ TURE, SAVINGS AND INVESTMENT J. E. MEADE and R. STONE 


RX ON UNEMPLOYMENT ... seo ose -.. JOAN ROBINSON 
A MEANS OF PROMOTING INVESTMENT ..... G. L. S. SHACKLE 
JA NOTE ON THE CONCEPT OF “DEGREE OF MONOPOLY” 
3 R. H. WHITMAN 
PROBLEM IN THE THEORY OF INDUSTRIAL LOCATION 
{ E. A. G. ROBINSON 
NNEWSPAPER REVIEWERS, ECONOMICS AND MATHEMATICS 
A. C. PIGOU 
PROFESSOR HAYEK’S “PURE THEORY OF CAPITAL” 
R. G. HAWTREY 


; II. Reviews—(F. or list of Books Reviewed see inside cover) 


. Notes and Memoranda— 


i RNAL INCONSISTENCY IN D. H. ROBERTSON’S “SAVING AND HOARDING 
® CONCEPTS” ... a ee ae ee oe oo tee D. WRIGHT 


ARY: LORD STAMP cS H. D. HENDERSON 
Me We CAUSE 10 nce mt itte weet at R. OPIE 
TOPICS ... a 


v. Recent Periodicals and New Books 
London 
MACMILLAN AND CO. LimitTEpD 
NEW YORK: THE MACMILLAN COMPANY 
Price Seven Shillings and Sixpence net 
All communications respecting Advertisements to be sent to 


THE SECRETARY, Royat Economic Society, 4 Portugal Street, 
London, W.C.2 











REVIEWS 


BUCHANAN (N. S.). The Economics of Corporate Enterprise 
By E. A. G. RoBinson 


BURN (D. L.). The Economic History of Steel-Making, 1867-1939 
By G. C. ALLEN 


COLE (G. D. H.). British Working Class Politics, 1832-1914 
By T. BRENNAN 


COMPTON (M.) and BOTT (E. H.). British Industry 
By D. T. Jack 


CROWTHER (G.). An Outline of Money ... o- By D. T. Jack 


CRUM (W. L.). Corporate Size and Earning Power 
By P. SARGANT FLORENCE 


EINZIG (P.). Hitler's ‘‘ New Order” in Europe By L. M. FRASER 


GUILLEBAUD (C. W.). The Social Policy of Nazi Germany 
By L. M. FRASER 


HAYEK (F. A.). The Pure Theory of Capital By R. G. HawtTrey 


HICKS (J. R. and U. K.) and ROSTAS (L.). The Taxation of War 
Wealth ... ies ie wee - oa «. By A. C. Picov 


Institute of Pacific Relations: Studies 9 anes Problems by various 
Authors ° By C. R. Fay 


JAY (D.). Who is to Pay i the War? and the Peace ? 
By Ursuta K. Hicks 


LEYBOURNE (G. G.) and WHITE (K.) Education and the Birth 
Rate. A Social Dilemma ... . .. By C. W. GUILLEBAUD 


MYRDAL (G.). Population : a Problem — Democracy 
By E. GREBENIK 
NEF (J. U.). Industry and Government in France and England, 
1540-1640 ... rm sa “ a bes By G. N. CLARK 
RAO (V. K. R. V.). The National Income of British India, 1931-1932 
By G. FINDLAY SHIRRAS 


REDDAWAY (W. B.). The Economics of a Declining Population 
By E. GREBENIK 


RICHARDS (C. S.). The Iron and Steel Industry in South Africa 
By E. D. McCaLLumM 


ROETHLISBERGER (F. J) and DICKSON (W. J.). Management 
and the Worker... eee --» By P. SARGANT FLORENCE 


TINBERGEN (J.). Business Cycles in the U.S.A., 1919-32 
By E. RoTHBARTH 


WALSHAW (R. S.). Migration to and from the British Isles 
By E. GREBENIK 


WILLCOX (W. F.). Studies in American Demography 
By E. GREBENIK 


PAGE 


301 


291 


311 


310 


308 


304 
321 


321 


281 


297 


323 


299 


315 


313 


318 


325 


313 


320 


306 


293 


313 




















THE ECONOMIC JOURNAL 


JUNE-SEPTEMBER, 1941 


THE WHITE PAPER ON NATIONAL INCOME AND 
EXPENDITURE 


In his Budget speech of April 1941 the Chancellor of the 
Exchequer announced that, in addition to the customary annual 
Financial Statement, he would issue this year an Analysis of the 
Sources of War Finance and Estimate of the National Income and 
Expenditure in 1938 and 1940, prepared by the Treasury and the 
Central Statistical Office. Although the Chancellor warned his 
audience not to regard this as a precedent, the “first of a new 
annual series,” it is very much to be hoped that it will, in fact, 
become so. For the publication of this document marks the 
official recognition of a very important principle: that in order 
to pass judgment on the financial system of the nation, it is 
necessary to review the national accounts, and not merely the 
government accounts, which are prescribed in the Budget. It 
is impossible to judge intelligently the system of taxation, or the 
scale of public expenditures, without a quantitative record of the 
total economic activity of the nation, which forms its background. 
This is perhaps even more important in war-time, when the 
Government controls so much larger a part of the national 
income; but it is vital in peace-time as well. If a statement of 
this kind had been presented year hy year, simultaneously with 
the Budget, many financial mistakes of past Governments might 
have been avoided. 

Moreover, the regular publication of this document would 
stimulate both Government and Parliament to look upon the level 
and the stability of the National Income, rather than the con- 
ventional and narrowly financial standards, as the true criterion 
of budgetary policy; to regard the movements of the national 
expenditure, and not merely of the expenditures of public de- 
partments, as within their province. It is on the assumption of 
this wider responsibility that our best hope lies for the post-war 
world. 


1 Cmd. 6261, H.M. Stationery Office, 1941. 3d. net. 
No. 202-3.—voL. LI. 














182 THE ECONOMIC JOURNAL [JUNE-SEPT, 


I 


The present publication consists of two parts. The first part, 
prepared by the Treasury, contains the analysis of the sources 
of war finance, while the second part, which is the work of the 
Central Statistical Office, gives an estimate of the national in- 
come and its distribution for 1938 and for each quarter of 1940, 
In both parts the estimates are given in money terms—that is to 
say, no allowance is made for changes in the value of money 
between 1938 and 1940. This has the advantage that it avoids 
the degree of arbitrariness which is inevitably associated with the 
use of index-numbers; but it has the disadvantage that it does 
not enable one to separate out directly the underlying real sources 
out of which the war has been financed. Another difficulty is 
that the figures in the first part relate to the first year of the war 
and the first half of the second year, while those in the second 
part refer to the calendar years 1938 and 1940, and hence are not 
strictly comparable with each other; some of the relevant 
information, however, can only be obtained, or inferred, by taking 
both parts together. The analysis of the first part is summarised 
in Table III (p. 5), and runs as follows :— 











(£ million.) 
First year | First half of 
of war. second year. 
Revenue . : 1,148 837 
Extra- budgetary receipts of Public Departments é 113 90 
Overseas sources ‘ . 542 479 
Increase (or decrease) ‘of tax accruals . 140 —20 
Savings of Local Authorities and of Institutions, and 
undistributed Profits of Companies . 272 131 
Residue, being re-investment of sums realised from 
certain domestic capital assets and net current 
personal savings . ‘ : . ; 382 557 
Government Expenditure . r 2,597 2,074 











The last item, which is here treated as a residue, is then 
estimated, with the aid of information derived from Tables 
A-C in Part II, to divide as follows :— 











(£ million.) 1 
First year | First half of 
of war. second year. 
Re-investment of domestic ae assets . ° 60 240 
Net personal savings * . . 320 320 








1 Calculated to the nearest £10 million. 
2 After deducting death duties and other taxes usually charged against 


capital from total savings. 
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The item “ re-investment of domestic capital assets ” consists 
of the amortisation funds set aside by industry in excess of current 
replacements, plus the funds released through the reduction of 
stocks in the hands of manufacturers and traders. It should 
measure, therefore, the extent to which the war is financed out 
of the consumption of privately owned domestic capital. But, 
as the White Paper warns us, the figures must be interpreted with 
care. On the one hand, they conceal the true extent of the 
reduction of stocks in so far as traders have to replenish their 
stocks at a higher level of price—though this was more important 
in the first year of the war than in the second. ‘On the other 
hand, it takes no account of “large stocks paid for out of the 
Exchequer and now held at home and abroad on Government 
account.” Also, some of the funds released arise from the 
direct transfer of private property to the Government—land 
and buildings—and from the receipts of compensation for loss 
from Government insurance schemes not yet re-invested in 
replacing the lost property. 

It would be interesting to know the magnitude of these items, 
in particular how much of the total Government expenditure 
represents mere transfers—such as compensation paid for property 
taken over—and how much the accumulation of stocks normally 
held by private traders. These ought to be deducted from the 
figures before the true rate of our war expenditure is arrived at. 
It would also be important to know how much of the “ re-invest- 
ment of domestic capital assets ” is the non-replacement of fixed 
capital and how much represents the reduction of stocks. The 
former is a much more steady source of war finance than the 
latter; replacements of fixed assets can be postponed for several 
years, whereas the reduction of stocks must come to an end over 
& much shorter period. 

As to the latter, we may perhaps hazard a guess. The total 
of amortisation of fixed capital in a normal year is estimated at 
round £400 million. Some of this represents maintenance and 
unavoidable repairs, some of it capital investment in the war 
industries which is not fully reimbursed by the Government over 
the same period, and there is also some private new investment 
in civilian industries. The total private investment in fixed 
capital may therefore be roughly estimated as £350 million in 
the first year of the war and at the rate of £300 million in the 
second year. The sums set aside for amortisation, on the other 
hand, must have also expanded since the war. We may estimate 
these as £450 million in the first year of the war and at the rate 
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of £500 million in the second year, while the sums representing 
the sale of existing property to the State and compensation paid 
for war damage, in excess of replacements, might be taken, at a 
guess, at £50 million and at the rate of £100 million in the two 
periods. This leaves £150 million released through the non- 
replacement of fixed capital in the first year of the war and the 
rate of £300 million in the first half of the second year, and the 
reduction of privately owned stocks as —£90 million in the first 
year of the war (i.e. an increase in stocks by £90 million) and the 
rate of £180 million in the first half of the second year.* 

We may set out now the information so far obtained in the 
following table. For the sake of comparison we added the 


The Sources of Government Finance (£ million) 1 











" First half of 
irst year | second year 
Year 1938. of war. (in annual 
rates). 
I. Paid Out of Income. 
1. Taxation? . ‘ ‘ 940 1,290 1,630 
2. Personal Savings * a é 60 320 640 
3. Corporate Savings * } 390 440 
II. Paid Out of Capital. 
1. Non-replacement of fixed capi- 
tal and ‘‘ capital transfers ”’ _ 150 300 
2. Reduction of privately owned 60 480 
stocks . : . ° _ —90 180 
3. Disinvestment of capital 
abroad . ; ‘ , —_ 540 960 
Government Expenditure. 1,000 2,600 4,150 














1 Calculated to the nearest £10 million. 
2 This is the sum of tax receipts and tax accruals (the excess of tax 


liabilities over receipts). 

3 Personal savings are net, after deduction of death duties. Corporate 
savings include the extra-budgetary receipts of public departments. For 1938 
personal net and corporate savings amounted to £63 million and £224 million 
respectively, according to the White Paper; out of which £60 million was avail- 
able for Government finance. For the war period the whole of these are assumed 


available for Government purposes. 


calendar year 1938, taken from Table C, Part II, and expressed 
the figures for the first half of the second year in terms of annual 
rates. The figures given in italics are my own guess-work. 
Thus in the first half of the second year of the war total 
domestic Government expenditure was at the rate of some £3,200 


1 We must remember, of course, that this represents the reduction in the 
value of stocks, rather than the value of the reduction; and it makes no allow- 
ance for the increase in Government-owned stocks. 
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million, while the amount covered out of income—taxation and 
savings—at the rate of £2,700 million: an expansion of 170 
per cent. as compared with 1938. At the same time the portion 
covered out of capital was only at the rate of £500 million, of 
which probably not more than £250 million is to be accounted 
for by the reduction of stocks. If we remember that the total 
stocks of the country in peace-time are estimated as between 
£1,500 and £1,800 million, which means well over £2,000 million 
at present-day prices*?; and further, that this estimate makes no 
allowance for the very large stocks accumulated on Government 
account, this is a truly remarkable achievement. It certainly 
could not be said, up to February 1941 at any rate, that the 
country was “living on its reserves,” to any large extent.® 


II 

To understand how this great expansion of the income devoted 
to Government purposes came about, we must examine the 
evolution of the national income and expenditure between 1938 
and 1940. It is best to reproduce Table A of Part II, which 
summarises the estimate. For the sake of simplicity and in- 
telligibility we have directly deducted indirect taxes, rates, etc., 
from expenditures (item 9 from items 7, 8 and 10) in the manner 
suggested on p. 15 of the White Paper.‘ 

1 There appears to be some difference between the figures given by the 
Treasury and the figures of the Central Statistical Office, which cannot be 
accounted for by differences in definition alone. Thus, according to the latter 
estimate (Table A) in the fourth quarter of 1940, with public expenditure running 
at the rate of £4,036 million, the amount covered out of taxation and savings 
was at the rate of £2,296 (as against the rate of £2,700 million of the Treasury 
estimate for the period September 1940—February 1941). The figures in Table 
A exclude transfer payments (National Debt interest, etc.) and include local 
Government expenditure financed out of rates; while the Treasury figures 
include the former and exclude the latter. But when these differences are 
allowed for, the Treasury figures for the flow of taxation and savings are still 
about £100 million (per annum) higher, while for domestic and foreign capital 
disinvestment about £300 million per annum lower, for the period September 
1940-February 1941, than the Statistical Office’s figures for October-December 
1940. It must be that in the last quarter of 1940, not only personal expenditure 
was seasonally large (which accounts for the £100 million), but there must have 
been unusually large payments abroad (accounting for the other £200 million). 

* It must be remembered that the larger part—perhaps two-thirds—of this 
sum represents “‘ working capital ’’ (goods in process) which cannot be depleted 
in the same way as stocks of “‘ liquid capital.’’ 

* Excepting, of course, the consumption of gold and foreign assets, which 
could not have continued at that rate much longer. But fortunately here the 
American Lease and Lend Act has stepped into the breach. 

* Most indirect taxes fall on personal consumption, but those falling on 
production (as duties on commercial vehicles and rates on industrial premises) 
are assumed to be spread evenly over the three categories. The total of indirect 
taxes and rates amounted to £693 million in 1938 and £868 million in 1940. 
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The two striking features in this estimate are the increase 
in the money value of the National Income and the rise in the 
share of wages. Thus, while total income has risen by £1,390 
million (in terms of annual rates), or 32 per cent. between 1938 
and the last quarter of 1940, the rise in wages was at the rate of 
£790 million, or 43 per cent.; while the rise in profits (before 
deducting taxes) was only £360 million or 30 per cent. The share 
of wages in the national income has increased from 41 to 45 
per cent. over the same period, the share of profits and interest 
has declined from 27 to 26-5 per cent. 

The figure of 32 per cent. for the increase in national money 
income is not large when we examine its implications in terms 
of the price-level of the national output. Although the White 
Paper gives no figures for the change in real output over the 
period, a rough estimate can be made with the aid of Professor 
Bowley’s index of average wages. This has arisen by 15 per cent. 
between 1938 and the last quarter of 1940, but it makes no 
allowance for the increased proportion of overtime pay in total 
wage costs. Allowing for the latter, the increase in average 
wages might be taken as 18-20 per cent. This implies that the 
43 per cent. increase in total wages corresponds to an increase 
in total man-hours of some 20 per cent. Before, however, we 
can proceed from this to the movements of real output, we must 
make an estimate of the share of the Armed Forces. For the 
contribution of the average soldier to output (which is measured 
by his wages in cash and kind) is not much over half the value 
of net output per worker in industry (which of course is much 
higher than his wages); therefore the real-output-equivalent of 
a 20 per cent. increase in man-hours will greatly depend on how 
much of the increase in the wages bill is due to the increase in pay 
and maintenance of the Armed Forces. 

On the basis of the pre-war average pay in the forces and an 
estimate of the retail value of the allowances in kind (which are 
included in the figures), the value of this item should be at least 
£450 million per annum. If this is deducted, the rise in the wages 
bill is only 18-5 per cent.—i.e., it is just about the same as the rise 
in average wages. Hence we may assume that the real output, 
excluding the contribution of the Armed Forces, was about the 
same in the last quarter of 1940 as in 1938, while, including the 


1 This assumes that the product per unit of labour remained unchanged. 
While, on the one hand, the normal technical progress in industry, and the 
increasing returns associated with fuller utilisation in some industries, should 
have caused it to rise; the substitution of unskilled for skilled and female for 
male labour should have made it less. 
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latter, it was about 10 per cent. higher than in 1938. In the 
former case the rise in national money income and of the price- 
level of the national output were both about 22 per cent.; in the 
latter case the rise in income is 32 per cent., and of the price- 
level of output 20 per cent. 

This estimate can be confirmed by the following considera- 
tions. Between 1938 and the last quarter of 1940 the total 
labour force has increased by (i) the reduction of unemployment 
by 1 million; (ii) the lengthening of working hours, which may 
be taken as some 8 per cent. on the average—the equivalent of 
some 1-5 million men; (iii) new entrants to industry, the reduc- 
tion of normal withdrawals, and the employment of women not 
previously in the labour market—which together might amount 
to some 500,000-700,000. These three factors together are 
roughly equal to the withdrawals of men into the forces, leaving 
the amount of man-hours worked in industry about the same as 
in 1938. 

This same factor—that the contribution of the Armed Forces 
is valued at their wages, and thus earns no profit—explains the 
shift in the distribution of income in favour of wages. If this 
contribution is excluded, we find the rise in wages was only 
18-5 per cent., as compared with a rise in total income of 21 per 
cent., and of profits and interest, 30 per cent. There was thus a 
decline in the share of wages in industry from 41 to 40 per cent., 
and a rise in the share of profits and interest from 27 to 29 per 
cent., which is more in keeping with what one would expect in 
times of rapidly rising expenditure. Moreover, this slight 
increase in the ratio of profits probably masks a more significant 
shift in civilian industry, since the profit margin on Government 
contracts is known to be lower than on private contracts. 

The expenditure on consumption, at market prices, has risen 
at the-rate of £480 million, or 12 per cent. between 1938 and the 
last quarter of 1940; although this figure is subject to strong 
seasonal influences, since it includes both the wave of pre-purchase- 
tax buying in October and the Christmas shopping in December.! 
Converted into 1938 prices by means of the Ministry of Labour 
cost-of-living index, it shows a reduction of real consumption 
of around 10 per cent.2, The fact that real consumption has 
fallen by 10 per cent., while real earnings have risen by 10 per 


1 For the third quarter of 1940 the figure is £340 million, or 8 per cent. 
But as prices were also markedly lower in this quarter, the real reduction in 
consumption for the two quarters is about the same. 

® A calculation for the first quarter of 1941, by means of the Bank of England 
retail sales index, shows a reduction of real consumption of 15-18 per cent. 
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cent., points to a distinct increase in the community’s propensity 
to save, which is greater than what could be accounted for by 
the increase in direct taxation alone. 

These two estimates—the 10 per cent. increase in real output, 
and the 10 per cent. reduction in consumption —enable us to de- 
termine the magnitude and the sources of our war effort in real 
terms. We can estimate the price index required for converting 
Government expenditure into pre-war terms, for under these 
assumptions, in the last quarter of 1940 the annual rate of 
£1,800 million was available for Government purposes out of 
current income, at pre-war prices; while the expenditure financed 
out of income at current prices after deducting subsidies was at 
the rate of £2,050 million. Hence the average rise of prices in 
the Government sector was 14 per cent. This makes the total 
public expenditure,’ for the fourth quarter of 1940, £3,350 million, 
at 1938 prices, and the increase in the rate of expenditure since 
1938 £2,550 million (both in annual rates). 


The Sources of War Finance in Real Terms 1 
(In £ million, in annual rates, at pre-war prices.) * 


Increased Government Expen- Reduction in Consumption - 350 
diture, in the fourth quarter, Increase in Output . . 450 
1940, as compared wi 1938 2,550 Increase in Adverse Balance* . 950 

Reduction in Private Long Term 


Home Investment ¢ ‘ 550 
Degen of erat Owned 
tocks 250 


1 This is mainly based on information gathered in both parts of the White 
Paper. But the reader should be warned that it involves a certain amount of 
interpretation, and not merely a transposition of the published figures. 

* Calculated to the nearest £50 million. 

* It is assumed, on the basis of the Treasury figures and the considerations 
given in footnote 1, p. 185 above, that the adverse balance of payments in this 
quarter was at the rate of £1,150 million, or £950 million at 1938 prices. In 
1938 the balance of payments was—£50 million, which is deducted from home 
investment on Table A. 

* Includes ‘‘ capital transfers’’ as well as the reduction in fixed-capital- 
investment. Total private investment in fixed capital was £750 million in 1938, 
and is assumed to have fallen by about two-thirds. 





1 These two estimates, though independently reached (the one with the aid 
of the Bowley wage index and an estimate of the payments to the Armed Forces, 
the other by using the cost of living index), tend, in fact, to confirm each other . 
For according to the White Paper’s figures (cf. Table A and p. 15) the propor- 
tion of the national income devoted to consumption fell from 77 per cent. in 
1938 to 63 per cent. in the last quarter of 1940. If the absolute reduction in 
consumption is to be 10 per cent., it requires a 10 per cent. increase in total 
output to make it consistent with this change ir. proportion (for 7-7 + 6-3 = 14). 

* Defining ‘‘ public expendi’ ’? in accordance with Table A—i.e. excluding 
transfer payments and including expenditure by local authorities, but deducting 
subsidies which were already allowed for in calculating consumption. 
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Impressive as these figures are as evidence, both of the 
magnitude of our war effort and the extent to which it is financed 
out of current income, they are also encouraging in showing 
how much more we can still do before our war effort really reaches 
its maximum. A 10 per cent. reduction in total consumption 
is not large; and even though at the present time this reduction 
is more like 16-18 per cent., it could hardly be said that the limit 
has yet been reached. At the outbreak of the war various 
estimates put the possible war-time reduction of consumption 
at 30 per cent. This, perhaps, was an over-estimate;+ but a 
reduction of, say, 25 per cent. is certainly quite feasible. Nor 
could it be said that 10 per cent. represents the maximum possible 
war-time increase in the level of current output—even though, 
for the reasons mentioned, this 10 per cent. increase in output 
corresponded to a 20 per cent. increase in the total volume of 
work done. With a further increase in the employment of 
women, and the concentration of civilian output among the most 
efficient firms, it should be possible to increase production by a 
further 5-8 per cent. Not until real output is at least 115 per 
cent. of the 1938 level, and the Government sector takes up at 
least 50 per cent. of this larger total (as compared with the 37 
per cent. in the last quarter of 1940), can we feel that our economy 
has been fully geared to the war. 

This means that instead of the £1,800 million p.a. (at pre- 
war prices) which were available for Government purposes? 
out of current income towards the end of 1940, about £2,600- 
£2,700 million represents the rate which ultimately can be made 
available. If we add to this £300-£350 million p.a. which can 
be financed by the disinvestment of domestic capital for a con- 
siderable period,? we reach the figure of, say, £3,000 million p.a. 
at pre-war prices, as the maximum home-financed public ex- 
penditure which can be maintained for any length of time. In 
the 1941-42 budget the Chancellor budgeted for a home expendi- 
ture of £3,300 million, which means—if prices do not increase 


1 Although it would still represent a higher consumption per head than, ¢.9., 
in Germany. 

® On the definition which excludes transfer payments and subsidies and 
includes local Government expenditure financed out of rates. This definition 
applies to the whole of this paragraph. 

® It follows from the table above that in the last quarter of 1940 the amount 
drawn upon from this source was at the annual rate of £500 million (at pre-war 
prices). But if we are thinking of a level of expenditure which can be main- 
tained over a period of years, it is not safe to assume that more than £300-£350 
million per annum can be obtained from this source. 
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further—some £2,900 million at pre-war prices. He hopes, 
therefore, to reach our capacity-output towards the end of the 
present financial year. 


Til 


Many of the White Paper’s figures, published so soon after 
the period to which they refer, are necessarily provisional, and 
do not claim more than to “ measure the relative orders of 
magnitude involved.” This, however, does not reduce their 
great interpretative value. For the final corrections are un- 
likely to upset the general picture which emerges from them; 
' and it is much better to have up-to-date information, however 
approximate, than exact and final figures at a time when they 
are only historically useful. It is unfortunate that it has not 
been found possible to have the magnitude of more of the items 
independently ascertained—leaving less: to be calculated as 
residues '—but this, probably, can be remedied on future occasions. 
It would be highly welcome if in future issues it were possible (i) 
to refer to the same period the information collected by the 
Treasury and the Central Statistical Office respectively; (ii) to 
deduct from the figures of government expenditure all subsidies 
and other war-time “ transfer payments ’”’; (iii) to supplement 
the estimates by some calculation, of their values in real terms ; 
(iv) to include some estimate of the distribution of the tax burden 
among the different classes of the community. 

The Government are to be congratulated on their wisdom 
and courage in revealing the “secrets of War Finance ” in the 
middle of the war. Their frankness—in significant contrast to 
German methods, which conceal even the budgetary figures— 
makes possible intelligent discussion and criticism of our methods 
of War Finance, and provides a solid foundation for the confidence 
of the nation in its own tremendous strength. 

NicHoLAs KALDOR 
London School of Economics. 

1 The White Paper treats as a residue both the volume of personal savings 
(item 25 in Table B) and the volume of capital disinvestment (item 10 in Table 
A). Although the sum of these residues is confirmed by an independent method 
of calculation (cf. footnote on p. 13), it would greatly enhance the reliability of 


the estimates if one of these items could be independently ascertained. As 
regards personal savings, this should not prove too difficult, 














THE GERMAN WAR ECONOMY IN THE LIGHT OF 
ECONOMIC PERIODICALS ! 


Iil 


General Planning 


THE most important event in the period covered by this 
article was the French collapse, and it is noteworthy that this 
engendered a firm conviction, lasting for several months, that the 
war was over. During the summer the discussion of war econo- 
mics is entirely displaced by discussion of reconstruction. On 
the Stock Exchange, the French surrender produced a marked 
setback (the only serious one since the war), and it took the 
Exchange two months—when it became clear that the war 
continued—to get back to its pre-surrender level. The explana- 
tion—common to all economic journals—of this rather surprising 
reaction to a military triumph is that just as the rise in values 
was due to the investment of proceeds from irreplaceable stocks 
out of working capital, so the supposed end of the war induced 
investors to sell securities in order to be ready to resume peace- 
time production. Only the shares of works in Western and South- 
western Germany rose because of their “ appreciably increased 
hinterland after the restoration of peaceful conditions.” In 
July, furniture price margins were regulated, ‘“‘in view of the 
boom in furniture trade which can be expected after the war.” 
During this “ reconstruction interval ” there is free admission of 
the “‘ wastefulness ”’ in labour of some substitute materials and 
talk of their partial abandonment. Buying stops abruptly — 
‘because one hopes soon to be able to buy peace qualities.” 
For this reason there is a heavy increase in “ deliberate saving.” 
The retail trade considers whether to order war commodities now 
after “unsatisfactory experience with some.” In August, 
Volkswirt declares: “The switch-over of some industries to 
peace conditions has already begun.” 


1 The two first articles, covering a period of four months each, appeared in the 
December 1940 and April 1941 issues. The present analysis covers a period of 
10 months (May 1940—February 1941). This attempt to bring the record up-te- 
date implies that the present analysis must be more condensed than its 
predecessors. As previously, it is based on Volkswirt and other periodicals, but 
the detailed references are now omitted. 
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In general administration no major change was found neces- 
sary, as there was a general satisfaction that the German “ war 
potential ” had become fully “ effective.” ‘‘ The greater effective 
of Germany has defeated the bigger but unutilised potential of 
England and France” (Volkswirt, June). In fact “several 
particularly strict measures which had been decided in the course 
of economic mobilisation had not to be put into operation because 
of the favourable relation between production and using up of 
war material.”” The only changes are in the field of transport. 
At the end of June special transport committees for coal (in 
Berlin) and ores (in Essen) are set up with very full powers 
(including the power to prescribe to producers the method and 
time of transport). In October special Transport Representatives 
drawn from industry were attached to the Ministry of Transport 
“to represent industrial interests there.” 

The complaints of “ over-organisation” continue. Volk- 
swirt describes the excessive number of controls and inspections. 
“ For each of these a new man appears in the works, begins more 
often than not with the same questions as his predecessor and 
ends with the same enquiries as his successor who comes in as he 
goes out.” The inspections, by all sorts of public and semi- 
public bodies, are described as “‘ very uneven in their importance 
and thoroughness.” The Chairman of the Market Regulation 
Committee of the Central Group “ Industry ” says the economic 
system is becoming “ ossified”’ and the “ industrial sergeant- 
major” takes the place of the entrepreneur. He demands 
mitigation of price control and of the “‘ investment stops,” and 
also more generous fiscal treatment of risk premium and depre- 
ciation allowances. 

The general tendency during our period is for increased indus- 
trial self-government. Private cartels or compulsory cartels 
formed for this purpose are entrusted with price controls, the 
allocation of materials, concentration of output. The cello- 
phane cartel, for example, is provided with a secret list of per- 
mitted and prohibited uses of cellophane. New half-way houses 
between private and compulsory cartels are evolved (e.g., in the 
glass industry; a compulsory amalgamation of the two private 
cartels under a Special State Commissioner, who now controls all 
the 197 firms and 260 works). Compulsory cartels are formed for 
salt (“German Salt Union ”’) in February 1941 and for cement 
(“German Cement Union ’’) in October 1940. In the latter case 
the old combines continue to exist, and the new cartel (a “ roof” 
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organisation) is directed to specialise on export and foreign trade 
problems. 

The case of cement also illustrates how, owing to this strength- 
ening of industrial cartels, the ‘‘ groups ” which are intermediate 
between the controls and the cartels are increasingly in danger of 
being squeezed out. The Cement Union, for instance, is not 
subject to supervision by the group; it is for consumption pur- 
poses under the Building Materials Control, and for production 
purposes under the Ministry of Economics. The increasing 
power of the cartels also leads Volkswirt to observe, in September, 
that the dangers of excessive concentration and trustification have 
“more than theoretical significance.”” The acquisition of firms 
in annexed or occupied territories by the bigger German firms or 
combines is also a contributory factor. Many small or border- 
line firms who have been “‘ overlooked ”’ by the “‘ groups ” and 
“were glad to save the contributions ”’ now find it difficult to 
become members and are “ sent from pillar to post for their raw 
materials.” Volkswirt warns the groups that they may not 
lightly refuse membership to qualified firms (November). A 
further factor making things more difficult for the small firm is 
that the general policy of diffusion of orders has had to be modified 
in so far as certain areas with a heavy demand for labour for 
munitions work have been defined as “ bottle-neck areas,” and 
orders for non-essential industries are shifted to other areas even 
to the extent of cancelling existing orders. The increasing 
abandonment of a fixed quota in raw materials in favour of the 
principle that “the material follows the Government Order” 
(Volkswirt, October) also militates against the small firm. There 
is, of course, a close connection between this new policy of alloca- 
tion and the transfer of functions from the controls to the cartels, 
For the textile trades, however, the “‘ groups ”’ are the distributive 
agents of the Control, and have, therefore, retained much power, 
especially as they decide which firms must be closed down. 

Organisation of Supply 

In this field the most important event in our period was 
the coming into operation (in June) of the National Compensation 
Levy for subsidies to closed firms. The main features of the 
scheme are!: a uniform levy on all industrial firms, consisting 
of a percentage addition to the Trade Tax, which is mainly assessed 
on the basis of gross receipts, with profits and capital employed 
as subsidiary factors; an upper limit to the annual levy of 50 
1 For fuller details cf. Manchester Guardian, April 16, 1941. 
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per cent. of the Trade Tax, any additional compensation payments 
needed to be found by the Exchequer; the actual levy to be 
collected in instalments “‘ as needed,” the first, payable in July, 
being 10 per cent. of the Trade Tax and to amount in total to 
1,000 million marks (about £75 millions); only firms with less 
than 9,000 marks (about £700) net receipts to be exempted; 
the scheme subsequently extended to hotels and food production. 
Closed firms qualify for compensation if their “free capital ’”’— 
the excess of their assets over working capital needed on 1938 
basis—spread over three years is not sufficient to cover the 
following items: repair and maintenance of buildings and equip- 
ment, existing contractual obligations and pensions, nucleus 
staff, interest on debts, insurance, patent fees and contributions 
to compulsory organisations. ‘“ Needy entrepreneurs” may 
qualify for an “‘entrepreneur’s wage” if they cannot be used 
elsewhere. Subsequent regulations are mainly concerned with 
reducing the “exaggerated claims of the management of closed 
firms for a salary subsidy ”’ and to prevent an interest being paid 
on the owner’s own capital by ‘“‘ camouflaged ownership ”’ (for 
instance, debentures held by relatives of the owner). On the 
other hand, the power to decide that a firm is not ‘‘ worth con- 
serving,’ and cannot, therefore, rank for compensation, is taken 
away from the group and vested in the Regional Supply Office, 
with the Chamber of Commerce assisting in an advisory capacity. 
The Dusseldorf Chamber of Commerce has laid down the following 
definition of a firm “‘ not worth conserving ”’: “a firm with obso- 
lete equipment and working at a loss provided there is no national 
interest attached to its continued existence.” 

It is a matter of interest that the tendency towards concen- 
tration of output received an impetus last winter (in December) 
by the “ combing-out action ” for skilled workers,’ for otherwise 
this would have led to a fall in productivity in firms deprived of 
its skilled personnel and to a danger of waste of valuable materials 
through inexpert handling. 

In a few more industries the problems of concentration and 
compensation have been solved by compulsory ‘“‘ community 
working ’’ (complete pooling of resources and profits).2 Among 
these are the manufacture of razor blades (in June) and of scythes 
(in August); both industries are declared to be ‘‘ overcrowded ”’ ; 
an “investment stop” is imposed on them as well as a “ new 
entry stop.” 


1 Cf. below, pp. 198-9. 
? Of. the December 1940 article, p. 536. 
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In contrast to this concentration of output of unessentia] 
goods is the policy of making the fullest use of equipment suitable 
for war production by systematic diffusion. The “ Sub-con- 
tracting Exchanges ” + have been greatly developed in the period 
under review. At one stage even the statutory organisation of 
such exchanges has been considered (Volkswirt, June). There 
are now seven such exchanges, with stands such as at fairs, 
“‘ Underwriting ” takes place—a man, that is, accepts an order, 
fills it partly himself and “ underwrites” the task of finding 
the capacity for the remainder. The Eastern Contract Ex- 
change, formed to relieve the bottle-necks of the Berlin 
industry (officially classified as a “ bottle-neck district’), is 
designed to put Berlin works in touch with small firms capable 
of undertaking engineering work in the eastern provincial towns 
or villages. It started in September 1940 in the rooms of the 
Berlin Stock Exchange. Contrary to the earlier practice of free 
admission for everybody, admission is now restricted to firms 
found qualified after previous enquiries. Of 170 Silesian appli- 
cants it is stated that only sixty were admitted. Artisans formed 
co-operative communities to get sub-contracts. ‘‘ Many en- 
quiries show the great interest which exists in this new institu- 
tion.” Only goods requiring much labour are sub-contracted, as 
otherwise transport from and to Berlin would not be worth while. 

Compulsory standardisation of output has proceeded further. 
The different types of meat tins were reduced, by last summer, 
from 400 to thirty-six, of sausage tins from 150 to eleven, of floor 
polish from seventy to four. Only standard cement from the 
nearest producer may now be used, except in specified cases where 
special cement is indispensable. In no case may cement be 
transported over more than 175 miles. Trams are to be stan- 
dardised as between different local authorities; the cost of the 
necessary research will be covered by a special levy on the price 
of the new standard trams. Safes are compulsorily standardised 
as from April 1941 in quality, shapes and sizes; a maximum limit 
has also been imposed on the number of types which individual 
firms may produce. Many building materials, including bricks, 
stone and cement, are standardised as from November 1940. 
Trade marks in tinned fish have been abolished as from January 

1941. 
As the soap industry has been mentioned in the two previous 
articles as a “‘ New Model,” it is now interesting to find that the 


1 Cf. the April 1941 article, p. 21. 
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“Jump sum ”’ assessment of small firms * had to be extended to 
the first half of 1941. Extra profits resulting from “‘ peace prices 
for war commodities” have now to be surrendered to a reserve 
fund held against increasing cost of materials. ‘ Inventive 
employers ” are rewarded by being allowed to keep extra profits 
arising from an increase in by-products (such as washing utensils). 
This is said to have resulted in a great increase in the supply of 
such by-products. 

It has been mentioned before ? that, in contrast to concen- 
tration of civilian production, closing down of retail outlets has 
been deliberately avoided. In further pursuance of this policy, 
a decree of January 1941 makes it possible for retailers to have 
their rents lowered on application up to a limit of 50 per cent. 
(so-called ‘“‘ contract help”). ‘‘ But as such a shifting spreads 
economic disturbance, the alternative method of rent subsidies 
should preferably be applied for.” ‘Contract help” applies 
also to wholesalers’ offices. The amount of the rent subsidy 
granted depends on the fall in turnover in twelve months prior 
to application. The idea is to retain the 1938 ratio of rent to 
turnover. The upper limit of the rent subsidy is 80 per cent. of 
rent; the remainder must either be paid or remitted by the 
landlord by way of “contract help.’ There is also a general 
means test applied to the retailer’s ability to pay. Average 
monthly amounts paid as rent subsidies in Hamburg in October 
were 150 marks (£12) to wholesalers, 60 marks (£4—5) to brokers 
and agents, 50 marks (£4) to retail traders and 238 marks (£18) 
to garages. These averages, of course, refer only to those traders 
to whom subsidies are paid. 

An interesting example of the adaptability which enables 
traditional forms of organisation to be kept alive, while their 
purpose is completely reversed for purposes of the war economy, is 
provided by the Central German Lignite Cartel. This organisa- 
tion has simply inverted its former policy of output restriction 
through a system of fines and subsidies by paying a premium to 
the member firms of 20 pfennigs (about 4d.) for each ton by which 
actual output exceeds their fixed quota. 

To increase scrap supply, a legal obligation has been imposed 
on owners to sell their scrap at the fixed price, and an appeal is 
made to them to sell at lower prices where necessary to give the 
dealer a margin. On the latter there rests a legal obligation to 
buy. 

1 Cf. Economic Journat, April 1941, p. 27. ‘Ibid., p. 23. 
No. 202-3.—voL. LI. P 
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Labour. 


It is stated that during the first year of the war, to the autumn 
of 1940, 3 million additional workers were drawn into production 
to fill the gaps left by men joining the armed forces. Of these 3 
million, 1 million are prisoners of war, and at least 200,000 other 
foreigners. Foreign workers are allocated to firms. “ Firms 
cannot compete for the foreign workers according to their own 
discretion.” It is stated in November that among the prisoners 
of war the skilled workers in building, quarrying, mining, metal 
work, chemical industries, agriculture and forestry are to be 
employed in their own trades after the potato or sugar-beet 
harvest is over. State-Secretary Syrup mentions in December 
that “ young soldiers have been sent on leave for the reinforce- 
ment of the economic effort.” About 500,000—800,000 persons 
monthly have been drafted into more essential work. The 
number of men in distribution has been cut down by 50 per cent. 
(November). 600,000 previously unoccupied persons have been 
drawn into production. The number of occupied women has 
increased by 300,000. In October 1940 they formed 37-1 per 
cent. of the occupied population, representing a return to the 
1933 level. Labour conscription was used in 1 million cases, 
about 150,000 of them women. Altogether 800,000 women have 
been drafted into war production. “‘ Many girls from upper- 
class families have become factory workers much against their 
will.” There was, apparently, much preference for nursing 
among them. On the whole, older women have been found 
more satisfactory than the younger ones “ where one gets the 
impression that the home does not always exercise the right 
kind of educational influence.” Women are trained as foremen 
in eight-day courses, which include practical psychology, at five 
centres (November). Women with children under fourteen and 
working fifty-six hours or more are to have one working day off 
every fortnight (“washing day”). Unoccupied women have 
formed ‘‘ mending communities ” to do the mending for working 
women. 

“ Hoarding ” of skilled labour gives some trouble. In June 
Employment Exchange Commissions were appointed to visit 
every firm with over fifty employees for “‘ combing-out ”’ skilled 
workers. “‘ Firms where the percentage of skilled workers is 
above the average will be examined particularly carefully,” also 
firms working short hours. Volkswirt complains in September of 
employers “‘ trying to slip through gaps or uncontrollable meshes 
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in the net of labour control established by the Labour Trustees ” 
whose work is “not appreciated in all responsible quarters.” 
Employers think “if the Trustee doesn’t know he can’t touch 
me.” Large firms are said to comply better than small ones. 
“ An industrialist will occupy his skilled workers in yard work or 
in tidying up rather than release them. Perhaps this will be 
changed if the legislator sees that employers cannot be expected 
to do voluntarily something that is contrary to their nature ” 
(Volkswirt, June, where promise of returns of skilled men after 
the war is suggested as an inducement). In January 1941 
State Secretary Korner, Chairman of the Production Council,' 
issues a new warning against “‘ labour hoarding ’”’: “‘ I know that 
some firms have clung to labour which they could do without.” 

Absenteeism is called “a serious matter ’’ (February 1941). 
Fines in favour of charity are suggested, in serious cases an 
“ educational labour camp.”’ A decree against absenteeism was 
issued in August ‘following numerous complaints.” Inexcused 
absence will lead to shortening of legal holidays. Certain diffi- 
culties were also experienced with labour conscripts “‘ who do not 
yet sufficiently realise that their lot is just as honourable as that 
of the soldier.” Volkswirt, in December, mentions “ nostalgia 
for the old firm even if the old firm produced toys and the new 
one guns or aeroplanes.” It is interesting that closing down of 
unessential industries was accelerated to eliminate all possibility 
of returns of conscripted workers to their old firms. In Novem- 
ber 1940 the number of labour conscripts was 500,000. 

On the whole, however, labour supply is declared to be one of 
the strongest points in the German system. Volkswirt, in October, 
contrasts Germany with England, “ where the supply of skilled 
men is held up by the lack of labour statistics, so that even at this 
stage they have to make statistical enquiries to find the metal 
workers not engaged in armaments,” whereas in Germany “ it 
is now possible simply to order firms to train a specified number of 
skilled men beyond their own requirements.” 

Training is done more than ever in the works themselves; 
Volkswirt explains that “community training” (in special 
centres or schools) involves “‘ a certain discrepancy between the 
knowledge and training given and required,” and should therefore 
be used only where works training is absolutely impossible. The 
paper looks forward to the day when the Employment Exchanges 
will not be asked for skilled men but offered them. This, however, 


1 April 1941, p. 9. 





ay 


PES Bax tyr? 


Pearse ot 






Pre gong, 


ge ore 







PA. Peay 


Chee ow 







a ye Rap Rene pe 


ae eS ey 
















ee HON Patty 6 


BG TON Bey Eee ge 


ee 


¥ 


2 appoee 


<7 3 
SES ao et: 


saat eas Ee 





200 THE ECONOMIC JOURNAL [JUNE-SEPT, 


is admitted to be “day dreaming.” In reply to “ complaints ” 
that trainees are conscripted for war work as soon as they have 
completed their training, it is suggested that firms whose trainees 
have been taken away should receive preferential treatment from 
the Employment Exchanges. Another source of complaint is 
that the Labour Book often misleads employers; semi-skilled 
persons are classified as skilled because of some quite transitory 
skilled work done once in the past. 

A decree in July extends the rule, that apprentices in the 
armament industries and railway service may not change their 
place of work without permit, to young workers after completed 
apprenticeship. On the other hand, a general “ astriction ” of 
apprentices by private contract which had “ become usual in 
some places” is disapproved of. Since September, to stop the 
“scramble for juveniles” by “advertisements, pamphlets, 
booklets, articles in the press and even over the wireless,” a 
Labour Exchange permit is required for any such publicity. 


Wages Policy. 

Whilst the ‘‘ wage stop ” remains in force the trend of wages 
policy was definitely to yield at points to the upward pressure on 
wages. While as late as April a decree forbids employers from 
making the savings campaign a pretext for wage increases by 
presenting their workers with free savings deposits, this is 
amended in August in so far as employers are now permitted to 
give an additional interest for workers’ new savings up to a total 
rate of 5 per cent. Wages lost during alerts can now be paid up 
to 90 per cent. (previously 50 per cent.), and employers will be 
compensated from the Unemployment Insurance Fund (July). 
In cases of air-raid damage to factories, 75 per cent. of wages are 
now paid (September). Apprentices are to be paid for overtime; 
the rates are fixed as a proportion of the overtime rates of young 
workers who have just completed their apprenticeships; 40, 60 
and 90 per cent. for apprentices in their first, second and third 
year. This was followed by the full re-introduction of over- 
time rates (September); but against this concession all over- 
time, Sunday and night rates were at the same time made subject 
to the wage tax, from which they were hitherto exempt. On 
balance, most workers would benefit under the new rules. Fur- 
thermore, the “free minimum” not subject to wage tax was 
raised by 50 per cent. to 54 marks weekly (£4) shortly afterwards 
(October). Finally, in November, all special overtime and similar 
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rates are again exempted from the wage tax and also from the 
income tax; but, as Volkswirt gloomily remarks, “ this again 
increases the work falling upon the wage departments in factory 
offices; separate calculation of tax due must now be made in 
each individual case.”” The case of a Berlin firm is mentioned 
which had to examine each individual case to find out its con- 
tribution to social insurance after time lost through air raids, 
although the average reduction was only 64 pfennig (less than a 
penny) per worker. ‘“ Why should not a lump sum be fixed? 
The additional work involved is sometimes simply impossible.” 

A new departure was the fixing of maximum salaries in Janu- 
ary 1941 by the Berlin Labour Trustee for young women office 
workers. The maxima are graded in five age-groups (sixteen 
to twenty years) and three groups according to educational and 
commercial qualifications. The maxima range from 60 marks 
(about £4 10s.) a month for unqualified girls of sixteen, to 120 
marks (£9) to trained girls of nineteen to twenty years. Existing 
rates, where lower, may not be raised. Later, the Berlin Trustee 
fixed similar upper limits for technical laboratory assistants of 
both sexes and under twenty-five years. 

In June it is announced that women are to receive, in general, 
the same price rates as men where they work under the same 
conditions, but Volkswirt declares in November: “ Some firms 
have not yet paid attention to this.” At the same time, special 
upward revisions of women’s wages in the metal trades were 
exceptionally permitted, ‘“‘ where wages are unduly low.” Time 
rates for women are normally fixed at 80 per cent. of men’s rates. 

The Labour Trustee for Saxony fixed the wage to be paid to 
Polish workers at 85 per cent. of that of corresponding German 
workers; employers must surrender to the Treasury the 15 per 
cent. they save in this way. 


Price Control. 


The official indices continue to show very slight increases 
(wholesale prices +-4 per cent., cost of living exclusive of rent 
+6 per cent. in fifteen war months). But an interesting side- 
light on the effective course of prices is afforded by comments in 
Volkswirt on the occasion of the resumption of civil building 
in October 1940 after it had been stopped in April.1 Between 
these six months, the paper says that building costs rose by 
15-20 per cent.; the official index of building costs is only up by 


2 Cf. below, p. 211. 
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1 per cent. over the same period. In fact, according to Volkswirt 
iron was up by 40 marks a ton, timber by 11 per cent., bricks by 
10 per cent.; fabricated wood, doors, windows, fittings, roof 
tiles, sand, gravel, costs of installation had all gone up; decora- 
tion was more expensive because synthetic varnishes had to be 
used, wall-paper because of lowered quality, stone floors because 
of higher transport charges, “ finance” more expensive because 
of the longer time taken owing to transport difficulties, wage costs 
were up “ because of higher separation money and lower pro- 
ductivity.”” In November Volkswirt declares: “ One frequently 
hears statements that the satisfying picture presented by the 
price indices does not correspond to the true course of prices, 
The important thing is not that the index is absolutely correct in 
detail but that there has been no appreciable rise in prices.” 

The upward strain on prices leads clearly to increasing evasion 
of the “‘ price stop.” Volkswirt in November mentions “ isolated 
cases of reckless price gambling,”’ and continues, “ One does not 
always feel that the regional civil and police authorities recognise 
the full importance of price control in their districts. It can 
hardly be doubted that illegal joint selling and minor price 
evasions are still taking place.” The paper attributes the 
difficulties of effective price supervision to the absence of many 
trained police and their replacement by untrained recruits. The 
Price Commissar declares in December: ‘“ Price discipline has 
become very lax and price offences of all kinds are on the in- 
crease.” After the “‘New Order’’ decrees of November?! aiming 
at a lowering of prices, Volkswirt declares (February 1941): 
** Economic quarters have only very reluctantly responded to the 
Price Commissar’s plea for lowering of prices. In one industry 
alone the ‘ mopping up’ of differential profits yielded 25 million 
marks ” (£2 million). In December: “ It is not easy even fora 
skilled price supervisor to find his way through the many regula- 
tions and calculations.”” The Price Commissar’s office is clearly 
growing into a large-scale organisation (publishing a periodical 
of their own). Incidentally the price control is partly self- 
supporting in that the Commissar charges for his activities (price 
fixing, permits, exemptions, etc.) fees ranging from a minimum of 
3 marks (about 5s.) up to as much as 25,000 marks (£2,000), 
according to “‘ the difficulty of the enquiries involved, the impor- 
tance of his decision to those concerned and their economic 
situation.” 


1 Cf. below, p. 205. 
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The difficulties encountered in enforcing the price stop are 
apparent from the Price Commissar’s warnings and actions : 

(1) Disappearance of the lower-priced grades. Price Commissar : 
“Tt is an impossible thing that the provision of the masses with 
good and cheap products should be neglected because the profit 
margin for goods in the higher price ranges is higher (November). 
Volkswirt: “‘ What use is it to consumers that the sixpenny 
plate can still be had at 6d. if they can’t buy the twopenny plate ? 
They would gladly pay 23d. for it” (January). 

(2) Lowering of quality without lowering of prices. Warning of 
Price Commissar not to maintain trade brands and fixed prices 
where “ quality has appreciably deteriorated’; it is illegal to 
use the surplus allocated to reserve for the purpose of advertising 
a brand or maintaining goodwill (November). 

(3) The emergence of “‘ unnecessary middle-men ’”’ claiming their 
distributive margin. Counteracted by either direct prohibition 
(eg. wine) or fixing of total distributive margins (e.g., oilseeds, 
oileakes, spirits, furniture, timber, carpets). In September 
Price Commissar prohibits commissions in passing on Govern- 
ment contracts ‘‘in view of numerous disagreeable happenings.” 
“Often commissions of absolutely intolerable dimensions have 
been exacted.”” A decree in November prohibits producers from 
increasing prices by setting up selling agencies between them- 
selves and their customers. In February integrated importers— 
wholesaler—retailers in the fish market are prohibited from 
charging all three margins separately, but, as Volkswirt remarks, 
this may well rebound to the advantage of the integrated firms by 
enabling them to undersell the others. 

(4) Direct buying: A decree in July notes “a tendency on 
the part of numerous urban consumers to buy directly from the 
producers and also to evade the price regulations in so doing.” 
Direct buying is made illegal by decree for fruit and vegetables 
_ except for consumers living in the same locality. 

(5) Second-hand dealings: In October the Price Commissar 
forbids advertisements offering to buy cameras, films and other 
photographic articles ‘‘ at best prices” because “such clauses 
may indicate a willingness to exceed the fixed maximum prices.” 

During the summer and autumn 1940 the tendency is partly 
to prevent prices from rising by more fixing of prices and margins, 
partly to yield to it by permitted price increases. Price fixing 
extends increasingly to services. In May prices for repairs and 
maintenance of motor vehicles are fixed, with specific deductions 
for work done by other than fully trained mechanics. In June 
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a “ standard hire contract ” is introduced for building tools and 
machinery, fixing not only charges but other conditions as well, 
In October the Price Commissar prohibits the production and 
sale of shoe and floor polishes except after a retail price has been 
fixed by him on application by the producer. Price fixing also 
applies to real estate where there has been a tendency towards 
rising prices (‘‘ without real justification but none the less per- 
sistent,” Bank-Archiv, December). A proposal by the banks 
that real estates in which banks hold mortgages should be exemp- 
ted from price control was rejected by the Commissar. Inland 
Waterways freight rates are fixed by “absolute” price stop 
(decree, March 1941). Even a stop for share prices is seriously 
discussed and partially applied in October at the Vienna Stock 
Exchange—(quite logically in view of the nature of the Stock 
Exchange boom). 

Margins are fixed for the furniture trade (July) embodying 
two interesting features: (1) Margins are fixed in three classes 
according to the size of the firm, larger firms being permitted 
bigger margins; (2) the average margin is fixed for all transac- 
tions taken together, not for the individual transaction. In 
September the ‘‘ New Order ” in price policy is foreshadowed by 
the decree that ‘‘ excessive”’ margins must be lowered on the 
initiative of the producer. 

Permitted price increases during the first half of our period 
include a special price addition (“ Siemens-Martin addition ”) 
for Siemens-Martin steel in order to encourage the consumption 
of Thomas steel. This, incidentally, shows that the price system 
has not entirely lost its regulative functions. Another example is 
the permitted rise, in May, of the prices of second-hand rubber 
and rubber waste “to give the second-hand trade a keener 
incentive for complete utilisation of stocks of used rubber.” 
The fixed prices may also be exceeded by up to 40 per cent. in 
case of “specially selected material.” Generally speaking, the 
upward pressure on prices is strongest for raw materials. By 
August raw-material producers generally were stated to be 
working at a loss, while manufacturers are making good profits. 
Volkswirt, in discussing the difficulties of the iron and steel 
industry, advocates a special subsidy to those works which, 
because of their location or specialities, depend on imported 
ores. A further step during the “ period of concessions” was 
taken in July, when “ cost prices ’’ were allowed to be based on 
actual wages paid (where higher) instead of tariff wages, since a8 
the result of the wage stop “ payment of super-tariff wages is no 
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longer voluntary.” A considerable price increase was conceded 
to wood-pulp manufacturers as late as October. 

In November, however, the Price Commissar, finding himself 
on a slippery slope, brought the period of concessions to an abrupt 
end. By a sweeping order he placed the burden of price policy 
on the individual producer by decreeing that prices must be 
lowered even when they do not exceed the 1936 level (the “‘ price 
stop ” datum line); this applies equally to legally fixed prices if 

fits made at that price are “ excessive.””’ Such “ excessive ” 
profits will be requisitioned for the Treasury. The trend is, as 
Volkswirt expresses it, “to make all prices cost prices,” “a 
sacrifice of differential rents.” In cases of essential consumption 
goods, where drops in price may “ lead to an undesirable increase 
in demand,” the method of voluntary surrender of excessive 
profits on the producers’ own initiative is applied. Volkswirt 
calls this New Policy a “ hard nut to crack,” and says “ it raises 
the problem of incentive”; Volkswirt suggests premiums to 
efficient firms in the shape of “ special fiscal concessions after the 
war, or preferential allocation of raw materials to resume peace- 
time production.” A further difficulty in following the Com- 
missar’s order to lower prices is that “‘ many expect costs to rise 
and they are doubtful if the Commissar would permit them to 
raise their prices again once they are lowered ” (February). On 
the other hand, a firm which pleads that it cannot lower price 
because of high cost runs a risk of being closed down as inefficient 
in the course of concentration. A hard nut to crack indeed ! 
Partial surrender of profits may well seem the easiest way out. 

In the course of this New Policy, towards the end of our period 
the Price Commissar increasingly comes into conflict with price- 
fixing bodies. In November he declares that ‘‘ applications for 
new trade brands and for fixing of new prices are scrutinised with 
particular care.” In January he orders cartel prices to be based 
on average firms, not on marginal firms; for his supervision of 
cartel prices, outsiders’ reports have proved “ particularly 
informative.” He also announces that he does not approve 
price fixing by producers’ associations in the case of “‘ unnecessary 
goods ” (patent medicines, salad cream, etc.). All fixing of retail 
prices (including doctors’, architects’ and artists’ fees), profit 
margins or other conditions must be submitted for approval. 
This approval can be granted on conditions such as technical 

re-organisation, partial surrender of profits, and so on. 
1 Cf, Volkswirt above, p. 202. 
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Restriction of Consumption. 

The grain harvest in the old Reich territory was 500,000 tons 
(2 per cent.) below the average for the past five years. An 
additional 34 million tons was gathered in the annexed Eastern 
territory. The bread grain reserve of 6-2 million tons in August 
1940 is stated to exceed the stocks at the outbreak of the war, 
There were record crops of potatoes and sugar beet ‘‘ which more 
than cancel the deficiency in grain.” The crop of fruit of all 
sorts was very bad “ only a fraction of a normal crop”; 18 per 
cent. of all fruit trees were destroyed by the severe winter; the 
increased timber supply afforded some compensation for the loss 
of fruit. 

Total retail sales during the first four months of the war were 
5-4 per cent. above pre-war (in value; the “trend towards 
quality ’” 1 may account for this); tobacco sales were up 42 per 
cent. (25 per cent. in quantity), wireless sets up by 24 per cent. 
Sales of chocolates and confectionery were up by 25 per cent. in 
November over the previous year, but in December they were 
down by 17 per cent. indicating that shops were “ sold out ” long 
before Christmas. Similarly, textiles were up by 46 per cent. in 
September but down by 23 per cent. in December. Christmas 
buying in 1940, in the absence of the goods usually sold for pre- 
sents, consisted largely of “hitherto almost unknown luxury 
goods such as electrical shavers, automatic record-tuning gramo- 
phones and similar expensive gadgets, also artistic objects and 
out of the way models,” no “ practical gifts’ being obtainable. 
For these unrationed “luxury goods” a new term has been 
coined—‘“ Ausweichwaren”’ (evasion goods). Other such 
“evasion goods ” in heavy demand were wireless sets, carpets, 
curtains, pottery, glassware, watches, records, precious stones, 
high-class toys. Consumption of food is estimated to have 
declined, for 1940, by 4,500-5,000 million marks (about £350 
million), of manufactured products by 9,000 million marks (£700 
million), and stocks to have been depleted by 5,000-6,000 
million (£400 million). Meat consumption dropped by 11 per 
cent., fats by 15 per cent. (bringing the figure back to the 1913 
level); bread went up by 8 per cent., sugar by 7-5 per cent., 
potatoes by 14-3 per cent.; fruit by 37-3 per cent. As part of the 
policy of stimulating butter consumption and substituting it for 
both milk and margarine, butter consumption went up by 21-4 
per cent. in spite of the fall of total fat consumption. 4s early as 


1 Cf. Economic Journat, April 1941 and below. 
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May special milk production committees were formed to reduce 
rural consumption—both in the home and in the stable—the 
objective being to release 2,000 million kilograms of milk yearly to 
produce an additional 80,000 tons of butter. 

New restrictions of consumption affect barrels, bottles and tin 
containers, of which a sudden scarcity developed in the summer, 
and a system of priorities was introduced. Generally, the scarcity 
of tin proved the main bottle-neck in the policy of food conserva- 
tion. The use of vaseline for cosmetics, pastes, etc., was pro- 
hibited in July; the rationing of soap was also tightened up that 
month. It is stated that soap distribution by the ordinary 
channels proved “ too trustful,” and that retailers and whole- 
salers took advantage of the absence of control “except for a 
few random inspections’ to evade the law requiring them to 
order only the amounts necessary to maintain their stocks. To 
remove the “temptations to which the soap distributors have 
succumbed,”’ a strict control with the surrender of coupons and 
licences was introduced; this, it is hoped, will cope with local 
maldistribution. In July also direct buying of fruit and vege- 
tables from growers was prohibited.1_ In August the beer “ con- 
centration ’’ was further reduced for the summer (from 9 per 
cent. to 6 per cent., previously 12 per cent.); but this does not 
apply in Bavaria. Output of beer was also curtailed by a 
reconstruction of the “barley levy,” which is now levied on 
“ marginal ” output instead of total output. At the same time 
“demand for beer is rapidly increasing owing to the impossibility 
of using incomes in other ways” (Volkswirt, February). In 
September the issue of additional rations for heavy workers was 
tightened up: foremen, overlookers and other supervisory 
personnel are now excluded unless their work also requiries special 
physical exertion; control must be exercised in works’ canteens 
which have been supplied with the extra rations so that only the 
heavy workers in the firm get the additional soup and tinned fish 
provided. Also in September gas for driving cars is rationed 
(monthly licences and ration cards). In October—in connection 
with the poor fruit crop—stocks of apples were requisitioned and 
only released for sale in specified weekly quantities. ‘‘ Some 
consumers had bought up apples surreptitiously and hoarded 
them by the hundredweight.” In November supply of fire- 
equipment hoses was stopped except on an “‘ urgency certificate,” 
which is issued only to firms in air-raid danger areas. A licence 
1 Cf. above, p. 203. 
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is required for a typewriter since May; licences are only issued 
directly by the competent Control (for technical products); 
sewing-machines can only be ordered by a dealer from the specified 
producer indicated by the “‘ order permit.” Finally, in February 
a general measure of reducing consumption was decided upon; 
roving commissions (appointed by the Controls and the Regional 
Chambers of Commerce) were to examine the goods offered for 
sale in department stores and shops. “ The effects will soon be 
felt by the manufacturers of unessential goods.” 

Coal stocks of industrial firms, except public utilities, had to be 
reduced from eight weeks’ to one month’s requirements (decree 
in August) in order to enable domestic users to build up stocks; 
domestic stocks in July were only 15 per cent. of the required 
level. Point-rationing in the case of coal did not prove success- 
ful. Statements of needs largely exceeded pre-war consump- 
tion, and an order was issued in August to revise them by 
September 30. An upper limit of 18 degrees (Celsius) was fixed 
to the temperature to which rooms might be heated; no coke 
might be used in stoves where coal could be used; for central 
heating, at least 20 per cent. coal was to be used. The coal card 
contains additional ‘‘ points” for babies under three, expectant 
mothers, old, sick or invalid persons, large households of over six 
persons, cold dwellings (in cellar or attic, exposed situation, thin 
walls, etc.) and home workers. Finally, in March the point- 
system was dropped for coal and a simple licence system intro- 
duced. 

There are a few relaxations of existing regulations. The 
cheese ration was increased for the summer, and fat cheese per- 
mitted again. On the other hand, a much-talked-of possible 
increase in the butter ration after the end of the campaign in the 
west did not materialise, as it was decided to store the surplus as 
“ butter-lard.” 1 In August dry batteries were de-licensed. 
During the Christmas season special supplies were released of 
nuts, apples, oranges, marzipan, and so on. Jews were excluded 
from these “ extras.” 

Attempts are frequent to simplify the rationing system. In 
fact, it has become so complex and involves so much work that for 
this reason alone concentration in the retail trade would be hardly 
practicable (Volkswirt, August). Driving belts, for instance, for 
which a special licence was required, are now supplied on a 1938 
quota basis to big consumers. In the case of motor-cars, each cat 


1 Cf. below, p. 210. 
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had to have a “ tyre card’”’; owners of a fleet of cars or lorries 
were not allowed to interchange tyres between different cars. 
This resulted in ‘‘ very appreciable delays in the case of cars 
developing simultaneous tyre trouble’’; so in September inter- 
changing was permitted. In June, to simplify leather distribu- 
tion, the licence system was replaced by the “ leather-cheques ” 
system, on the analogy of the “ clothing-cheque.” + The licence 
system is stated to have resulted in “ muddle ” and to have proved 
“unmanageable ” because of out-of-date basis periods and of 
closed firms still being licensed to buy. The experience of the 
clothing-cheque was repeated : “‘ The point price has become more 
important to the consumer than the money price ” (August). 

In the case of clothing the point system (described as a “ stroke 
of genius ’’) has become firmly established. The second clothing 
card issued for 1940-1 had 150 points, as compared with the 100 
points of its predecessor; but as the point-rating of several 
articles had increased, the “real value” of the clothing ration 
had increased by perhaps 20 per cent. To counteract the (by 
now proverbial) “‘ trend towards best qualities,” various decrees 
against “ excessive manufacturing and adding of value to cloth ” 
and a complete prohibition of certain types of luxury clothing were 
found necessary ; made-to-measure clothing was limited to 40 per 
cent. of pre-war quantity. Selling and buying of “ points”’ is 
made a punishable offence. A further measure designed to 
counteract the “‘trend towards quality’ and to direct con- 
sumption is a differential point-rationing of materials of different 
values on the new clothing card. For example, a woman’s dress 
from wool is 43 points (out of an annual 150), a rayon dress 23, a 
dress from other fabrics 30. The points for second and third 
children were raised from 30 in the first ration year to 60 in the 
second. Overcoats were temporarily included in the clothing 
card (120 points), but later on removed again and subject to 
licence. Some articles may be alternatively obtained either 
against points on the clothing card or by special licence; this 
applies to napkins, towels and table-cloths. During the summer 
some “ extras” were given without “ point-price”’: one tie for 
men, two pairs of silk stockings for women, one pair of gloves and 
half a yard of mending material for men and women. Soiled 
articles may be sold at 15 per cent. reduction in price, but at 50 
per cent. point saving; accordingly there was a great rush for 
them. In the “ point-clearing house system” there obtained 


1 Cf. April 1941, p. 29. 
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during the summer a state of “ point-liquidity ’—a high level of 
retailers’ ‘‘ point deposits.”” The point system is described as of a 
“‘ special degree of perfection and intellectual penetration.” It 
has “‘ completely transformed the condition of the textile markets ” 
by restoring free competition among dealers and producers, 
The resulting ‘downward pressure on prices and the useful 
reactions on the zeal of the producer ” came as a great surprise, 
In general, shoes require a special licence, which is only given 
on proof that the applicant does not possess more than two pairs 
of serviceable shoes. In order to stimulate the sales of clogs, 
tennis shoes, and the like, special ‘‘summer licences’”’ for these 
types of shoes were issued even to persons with more than two 
pairs. Wooden “ sandalettes ” are free of licence; this is stated 
to have resulted inarush. Shoe retailers make periodical returns, 
entering side by side their sales and their desired requirements; 
total requirements are compared with total planned production 
and quota allocated on this basis. A dealer is free to order his 
quota from any producer, except for heavy working boots, where 
the producer must be stated by the dealer in his application, 
The wholesaler is entirely eliminated in this case. The case of 
gum-boots is interesting. Gum-boots became very popular for 
wear in place of ordinary shoes as a result of shoe rationing. In 
June the buying of gum-boots by individuals was stopped; only 
firms could obtain them for their workers. To prevent: the issue 
of gum-boots becoming a concealed evasion of the ‘‘ wage stop,” a 
declaration had to be signed that the boots were “ absolutely 
necessary ”’ and that their use by workers would be strictly con- 
trolled. The boots may be only lent to workers. In November 
all working boots were requisitioned by the Control; three 
licences are now needed for their supply: a ‘‘ buying licence” for 
the factory, an “ order permit ”’ for the trader and an “ enabling 
licence ’”’ for the manufacturer. 

Finally, the emergence of synthetic and substitute foods is 
noteworthy : egg substitutes both for the yoke and the white are 
‘now produced in a number of factories all over the country.” 
The slogan advertised is “‘ fresh eggs on the table, substitutes in 
the kitchen.”” There is milk powder, “‘ casein,’ “‘ German rice” 
(80 per cent. flour from potatoes, wheat, rye or oats and 20 per 
cent. milk). This was at first used for pastries, etc., but since 
October it is issued to housewives, at the same time as “ butter | 
lard,” a form in which butter can be stored “ at least a year.” } 
80 grams of butter lard is equal to 100 grams of butter in the fat | 
ration. Margarine has been vitaminised since January. In 
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February the registration began for the allocations of dried 
vegetable concentrates; they show “a certain reserve ” (Volk- 
swirt). During the winter, all babies, school-children and 
expectant mothers in Berlin received Vitamin C tablets. 


Substitute Production. 


By the end of 1939 the first plant producing aluminium from 
domestic clay soil (instead of bauxite) had begun operating. The 
output of some substitute products has suffered because the 
materials—though home-produced—were required for -more 
essential purposes. This applies, for instance, to substitute 
linoleum, made from bituminous cardboard. In July, leading 

ing concerns report greater depreciation of spindles using 
substitutes for cotton. In August there are reports of a boom 
in potteries, since their product is a substitute for tins and bottles. 
In the same month the percentage of “ cellulose wool fibre ” used 
by the leading wool-combing combine is said to exceed 50 per 
cent. In November an addition to the timber-using industries 
s described : the production of sugar and spirit from wood. The 
biggest plant is still working at a loss. The industry is decen- 
tralised to save transport of timber and to link up with the saw- 
mills. The experiences with the substitution of glass for scarce 
materials are described as ‘‘ not very encouraging, but valuable 
for the war economy ”’; the turnover of the leading glass concern 
in 1940 was 45 per cent. above that of 1939. By the summer of 
1940 the productive capacity in rayon is given as 110,000 tons, in 
staple fibre 300,000 tons (50 per cent. more than in 1939). The 
Controller for Leather found it necessary to prohibit the descrip- 
tion as “ leather substitutes ” of ‘‘ unsuitable materials ” such as 
paper or cardboard. 


Restriction of Investment. 


The licensing of new investments is now extended to replace- 
ment. In the steel and metal industries, for example, the replace- 
ment of machinery requires a permit if the efficiency of the new 
machine is as much as 10 per cent. higher than that of the old 
(May). In spring, also, a new “comb-out ” of civilian building 
permits was decreed, and a standstill was imposed except for 
almost completed structures in places where local immobile 
labour was available (immobility to be “ strictly interpreted ’’). 
In August, however, civilian building permits were again issued 
“because of the increased labour supply due to the use of war 
prisoners.” Many projects were completed in October and 
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November, using also the “ Organisation Todt” (Fortification 
Workers) for this purpose. In August a general prohibition of 
investment in the woodworking and related industries wag 
issued, covering the opening of new firms, the extension of existing 
ones either by increase of their capacity or by increase of their 
range of products, the reopening of works closed for more than 
six months, and the replacement of equipment if the productivity 
of the new equipment is more than 15 per cent. in excess of the 
old. By October the steel position had so much eased that the 
building of railway engines could be increased, and the timber 
position so that the licence system could be relaxed, and small 
amounts be freely acquired. 

Total investment in 1940 is stated to have been 4,000-5,000 
million marks (about £350 million). Normal replacement is 
6,000 million marks (about £450 million), so that there was some 
disinvestment. These figures exclude stocks. Total replace- 
ments in 1940 were 2,000-3,000 million marks (about £200 
million); new investment 2,000 million (£150 million) (Volkswirt, 


December). 
Monetary Policy. 
Reich revenue continued buoyant (17,710 million marks in 
1938-9; 23,580 million marks in 1939-40; estimate of 27,000 
million marks in 1940). But with expenditure increasing even 
faster, revenue fell below the 50 per cent. target, and the accent 
shifts more and more to loans. During the first year of the war 
the Reich debt increased by 27,800 million marks (9,400 million 
marks long-term; 18,400 million marks short-term). In the 
April-June quarter of 1940 revenue was 16 per cent. higher than 
in the same quarter of 1939; but while direct taxes were up by 
22 per cent., duties and indirect taxes were down by 3 per cent. 
In the July-September quarter of 1940 revenue was up by 19 per 
cent.; but direct taxes were +23 per cent., indirect taxes —4 
per cent. The shift to direct taxation is obvious. Comparing 
January-July 1940 with 1939, the following increases in yield are 
recorded: Wage Tax 12-3 per cent., Income Tax 5-1 per cent., 
Property Tax 19-1 per cent., Sugar Tax 15-8 per cent., Beer Tax 
4-3 per cent., Tobacco Tax 33-4 per cent. For the calendar year 
1940 total visible expenditure was 62,970 million marks (£4,580 
million), of which 26,245 million marks (42 per cent.) was covered 
by revenue. 
Rates of interest continued to fall. In January 1941 the first 
3} per cent. Reich Loan was issued (at outbreak of war 4} per 
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cent.). The aim of 3 per cent. loans was then within sight. 
“ Since the saver has no choice, the State need not bribe him ” 
(Volkswirt, August). 4 per cent. “Treasury Loans” could be 
jssued in March with five years’ duration, in May with ten years’, 
in September with twenty years’. In February 1941 it is estimated 
that the fall in the rate of interest since the outbreak of war had 
reduced the annual Reich budget by 800 million marks (£60 
million), or had made it possible to increase Reich debt by 20,000 
million (£1,500 million) at the old interest charge. Such low rates 
of interest had not been known in Germany since the 1904-10 
period. The average rate on all Reich debts was 3} per cent. by 
the end of our period. 

The Stock Exchange boom continued, apart from the earlier 
mentioned recession of June-August 1940. From the latter set- 
back, the exceptions were, characteristically, shares in building, 
foodstuff, hotels and Department Stores. The yield of shares fell 
even quicker than the rate of interest on fixed-interest securities. 
By the end of 1940 the usual gap of 1-1} per cent. had disappeared. 
The yield of shares in December 1940 was 3-8 per cent., which 
compares with 5-3 per cent. in June 1939 and 4-9 per cent. in 
December 1939. The Volkswirt index for shares rose by 38 per 
cent. during 1940. The boom was further stimulated by measures 
taken during the summer recession: the abolition of the excess 
profits tax, and the discontinuation of the blocking of excess 
dividends in Government stock. The disappearance of the 
“gap” between shares and debentures is attributed to the 
“constantly increasing proportion of undistributed profits which 
has transformed the shareholder into a rentier” (Bank-Archiv, 
July). The share boom assumed particularly hectic proportions 
on the Vienna Exchange, where a “ share stop ” had to be imposed 
in October, when the yield on shares had falien to 3} per cent. 
The buying wave is described as coming “‘ mainly from investors 
in the Altreich and possessing certain disagreeable and in detail 
reprehensible features.” The Prague Exchange also required 
regulation. The share index there (124 in September 1938 before 
its closure) had jumped to 206 at its reopening in November 1940 
and to 249 at the end of January 1941; restrictive measures 
brought it down to 237 in February. “The scarcity of shares 
on the Exchange has reached a degree which can hardly be 
surpassed.”” New issues at 224 million marks (about £17 million) 
in the second quarter of 1940 and 175 million (£13 million) in the 
third are “ drops in a bucket.” We find mention of “ fictitious 
quotations by the banks to fill in the list of quotations.” There 

No. 202-3.—voL. LI. Q 



































ee, 


Pe 2s 


ER 


ieee a Se 


. Piatt codes « 
ee Se « 


See ee hy sr" fomryy 
i See 2 ee ee 


a4 iter 
ea ewrson 


han a eae 
ne ” 


PRS DI BESS 
ety iin he i 


Ratna 


NR Re wgaeaee 
set tay bE, 


ew 


a mhee 





Md ve». ee P 
She ate waa abe) 





214 THE ECONOMIC JOURNAL [JUNE-SEPT, 


is no selling. With 550 securities in Berlin there are only twenty 
to thirty real quotations. True quotations would be “ even much 
higher.” As a “damping measure” the speculation tax 
(abolished in 1939) was re-introduced in 1941. All gains from 
selling securities within a year of buying them are now treated as 
taxable income, with an exemption limit of 1,000 marks (£75), 
But it is feared that “this will even increase the scarcity of shares 
to be dealt in” (Bank-Archiv, December). Against the rejection 
of the idea of an excess-incomes or excess-profits tax, coupled 
with the termination of the blocking of excess dividends, the 
Exchange had to set the official declaration that “ excessive” 
dividends in essential industries would not be tolerated (December) 
and the stricter price control + coupled with the mopping up of 
‘‘ excessive ”’ or “ differential ”’ profits by the Price Commissar, 
In fiscal policy no major change was initiated, and the system 
of what is described as “silent finance’ was continued. The 
increasing dependence on loans did not lead to new turns of the 
taxation screw; on the contrary, the Minister expressly gave an 
assurance that no new taxes were intended for 1941. ‘The excep- 
tion from this rule, the new speculation tax, is of no real fiscal 
importance. Some additional taxation was also imposed, in 
February, on “exaggerated profits’’ made in the process of 
acquisition of Jewish property. A new examination of “ grave 
cases” is ordered, but only in the case of big objects where at 
least 3,000 marks (£230) additional revenue can be expected; 
the measure compelling surrender of a propor“ion of “ abnormal 
profits” is retrospective to January 1933. ‘ine excess incomes 
tax ‘“‘ which had become obsolete ”’ (Volkswit), was abolished in 
August. The revenue of 300 million marks (£23 million) did not 
warrant the “complex administrative work.” Moreover “ it 
had become increasingly difficult to distinguish between income 
and capital,” as in the selling out of stocks. Volkswirt continues 
its campaign in favour of exemption of the proceeds from the 
sale of stocks; and although this idea is not accepted, the final 
rejection of the idea of an excess profits tax meets Volkswirt’s 
case to some extent; the paper also continues to press for ‘“‘ more 
individual and less schematic ’”’ treatment of depreciation allow- 
ances by the revenue authorities. The local authorities were 
further relieved of their heavy financial burdens ? in February bya 
reduction from 20 per cent. to 10 per cent. (in some cases even to 
5 per cent) as their contribution to the family allowances for 
soldiers called up from their areas. In December the family 


1 Cf. above, p. 205. 
2 Cf. December 1940, p. 546, and April 1941, p. 35. 
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allowance scheme was extended; 10 marks a month (about 15s.) 
is now given to all children after the third until they reach 20 
years of age. The number of children qualified is now 4-5 millions 
(3 millions under the old scheme); the cost has increased by 50 
per cent. to 540 millions (£40-45 million) annually. There is no 
means test. 

Liquidity continues to be all-pervading and is the main factor 
in the Stock Exchange boom and the increase in savings. As late 
as May Volkswirt feels doubts about the introduction of 4 per cent. 
municipal loans, because “‘ the liquidity in the money market is 
purely temporary,” but in August the paper agrees with this step, 
having come to the conclusion that liquidity is “ not a temporary 
phenomenon.” A new term is coined for “ automatic saving ”’ : 
“stop money; which is the result of the stop-prices ” (Bank- 
Archiv, June). Of the total Reich loans in the first year of the 
war of 27-8 milliard marks over 6 were raised by so-called 
“Li-Loans ”’ based on “ collective savings’ and subscribed by 
savings banks, insurance companies, etc. Savings deposits 
between June 1939 and June 1940 were up by over 5,000 million 
marks (£375 million), and new saving was at a rate 50 per cent. 
above pre-war levels, ‘‘ It will be advisable not to over-estimate 
the permanency of these savings” (Bank, August). The big 
chemical combine “1.G.”’ has introduced a “ savings premium ” 
scheme for their workers. A percentage is added to the interest, 
depending on the dividend paid to shareholders and on the length 
of the savings period. With the dividend at 8 per cent. the 
premium ranges from 25 per cent. of the interest for regular 
savings over five years of 10 marks a month to 150 per cent. of the 
interest for saving that sum over thirty years. 

An interesting result of this state of high liquidity is that big 
firms and combines show a tendency to set up banks of their own 
or embark on banking transactions. Volkswirt, January, calls 
this “ regrettable to observe.”” The scheme of liquidity help * on 
the outbreak of war has come to an end. Only 35-6 million 
marks (£3 million) were required, two-thirds in bills, the rest in 
guarantees. The scheme was mainly used by textile, food and 
export firms; also mainly in evacuation areas and in Austria, 
Sudetenland and Memel, where the internal position of firms was 
not so strong. The average amount required was 39,000 marks 
(£3,000) in the case of bills and 53,000 (£4,000) in the case of 


guarantees. 
H. W. SIncER 


University of Manchester. 
1 Cf. Economic JouRNAL, December 1940, p. 545. 
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THE CONSTRUCTION OF TABLES OF NATIONAL 
INCOME, EXPENDITURE, SAVINGS AND INVESTMENT 


I. Introductory 


THE national income may be defined in a number of different 
ways. Differences in definitions, which are all too infrequently 
given with precision by writers on this subject, may lead to great 
confusion in economic discussion. It is the purpose of this paper 
to show that the construction of balance-sheets of national income 
and expenditure clears up some of these problems of definition and 
provides a powerful statistical instrument for the cross-checking of 
various methods of estimating the national income. Such tables 
may serve two further useful purposes. First, they make it 
possible for the statistician to provide estimates of the national 
income and expenditure in the various forms which are most useful 
to the economist for the elucidation of many economic problems. 
Secondly, if a form of tables of this kind could be generally ac- 
cepted, international comparisons of national incomes would be 
greatly facilitated. 

Tables A, B, C, D and E (pages 231-3 below) are suggested out- 
lines of the fundamental tables which serve the dual purpose of 
presenting the estimates in a form which is of most interest to 
economists and which enables the maximum amount of statistical 
cross-checking. 

II. Table A 

This table presents the basic material for a national income 

enquiry in three forms :— 


(i) The Net National Income at Factor Cost measures the 
money value of the income produced by, and accruing to, the 
various factors of production in any period of time—e.g., the 
rent of land, profits of business enterprises, interest on capital 
and the earnings of labour. Statistically for the United 
Kingdom, these estimates would be based principally upon 
income-tax statistics and upon statistics of the number of 
workers in employment and upon the average earnings of 
such workers. 

(ii) The Net National Output at Factor Cost measures the 
value added to the product in various branches of economic 
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activity. Statistically, these estimates would be obtained 
primarily by the Census of Production method of estimating 
the net value added in various industries, together with 
supplementary information on such items as the net income 
from foreign investment. 

(iii) The Net National Expenditure at Factor Cost measures 
the amount of the net national income (or output) which is 
used for various purposes—e.g., for personal consumption, for 
current government purposes and for additions to the com- 
munity’s capital. Statistically, the estimates would be 
based mainly upon public finance figures (for items 16, 17 
and 18), upon a large number of different quantity and price 
series (for items 15 and 19), and upon figures of foreign trade 
and other foreign transactions (for item 20).? 


If the terms in the three columns of Table A are properly 
defined, the three totals (items 5, 14 and 21) must balance. 
Columns I and II are in effect merely different ways of enumerating 
the incomes earned by the various factors of production—Land, 
Capital and Enterprise, and Labour. In column I these incomes 
are enumerated according to the factors which earn the income, 
and in column II according to the various industries in which 
they are earned. In column I items 1 and 2 include the income 
received by the Government from State-owned property and 
the net income received from abroad by the Government and by 
the owners of foreign investments. The latter source of income 
is included in item 13 of column II, and the former in the various 
other items of column II. Item 12 of column II includes the 
salaries of civil servants and the pay of the armed forces—i.e., 
the factor incomes earned in government service, which will not 
be included in the other items of this column. 

Column III of Table A enumerates the expenditures which 
give rise to the factor incomes enumerated in columns I and II. 
Thus income is generated by personal expenditure on consumption 
and by the government demand for goods and services. One 
preliminary matter which needs explanation is the reason for the 
insertion of items 17 and 18 in column III of Table A. Income, 
output and expenditure (items 5, 14 and 21 of Table A) are esti- 
mated “at factor cost’ and not “at market prices.” If we 

1 For some items of personal consumption and of investment the Census of 
Production figures would, no doubt, have to be used, so that there would not 
be complete statistical independence between the estimates of national output 


and of national expenditure. 
* Cf. Table D, page 233. 
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consider the production of any particular commodity (e.g., for 
personal consumption) we may measure either the income received 
by the factors of production from the sale of that product or the 
amount spent by consumers on that product. The former will be 
less than the latter if a tax is levied on the purchase of the com- 
modity; and it will exceed the latter if the State pays a subsidy 
on its production. In order, therefore, that national income and 
expenditure may balance, we may—as is done in Table A— 
subtract indirect taxes from, and add subsidies to, the market 
value of the goods and services bought, in which case national 
income, output and expenditure are measured “at factor cost.” 
Alternatively, we may add indirect taxes to, and subtract sub- 
sidies from, the national income and the national output, in which 
case income, output and expenditure would be measured “ at 
market prices.” 

Column III also enumerates various expenditures—on personal 
consumption (item 15), on goods and services currently consumed 
by the Government (item 16), and on additions to the domestic 
equipment of capital (item 19)—regardless of the fact that these 
goods and services may be produced at home or may be imported 
from abroad. But it is only expenditure on home-produced 
goods and services which generates the factor incomes enumerated 
in columns I and II. Item 20 of Table A makes the necessary 
adjustment. 

From Table D it will be seen that Foreign Investment (item 
20 of Table A) is equal to income generated by receipts from 
abroad less current expenditure abroad. By including item 20 we 
are therefore adding to the other expenditures enumerated in 
column III of Table A, the income generated by receipts from 
abroad (e.g., the sale of exports) and are deducting those current 
expenditures which are made abroad (e.g., the purchase of imports) 
and which do not therefore generate factor incomes at home. 

Item 19 of Table A raises a number of difficulties of definition. 
In the first place, income, output and expenditure (items 5, 14 
and 21 of Table A) have been defined as “ net.”” Income is said 
to be reckoned “ net,” and not “ gross,” when deduction is made 
from the receipts of gross profits to allow for the depreciation, 
renewal, repair, etc., of capital equipment; and expenditure is 
reckoned “ net ’’ when a similar deduction is made from gross 
investment. Income, output and expenditure may be reckoned 
“ gross ” if profits (item 2) are estimated before deduction of these 
allowances, if the values added to the product in different indus- 
tries (items 6-10) are estimated before deduction of the expenses 
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which must be incurred to maintain the capital of each industry 
intact, and if home investment (item 19) is estimated in such a 
way as to measure gross rather than net expenditure on fixed 
capital goods (t.¢., if item 19 (b) is omitted from column III of 
Table A). 

The problem of estimating “ net” investment raises funda- 
mental problems of definition of income. (a) Income may be 
defined in terms of money values in the following way. We may 
say that a man’s money income in any period is equal to the 
money value of his consumption plus the increase in the money 
value of his capital assets. For the sum of these two is the amount 
which he could have spent on consumption while maintaining the 
money value of his capital stock intact. (b) On the other hand, a 
man’s income may be defined as the value of his expenditure on 
consumption plus the value of any increase in the real amount of 
his capital assets. For the sum of these two is the amount he 
could have spent on consumption while maintaining the real amount 
of his capital stock intact. 


(a) If the first principle is adopted, home and foreign in- 
vestment (items 19 and 20 of Table A) must be measured in such 
a way as to record the increase in the value of domestic fixed 
capital, of domestic stocks and of foreign assets. Similarly, 
in columns I and II income from profits must be defined so 
as to include the appreciation in the money value of all these 
assets, as well as the accounting profit which remains after 
deducting from current receipts the current cost of replacing 
the physical assets which are used up or depreciated in the 
process of obtaining those current receipts. 

(6) The adoption of the second principle means that home 
and foreign investment must be defined as the value of the 
increase in all real assets, and that profits must be defined as 
the accounting profit resulting from the difference between 
current receipts and the current cost of replacing all real 
factors of production used up in current production. 


The inclusion of item 19 (d) in Table A needs some explanation. 
In the investment of savings, use is made of certain services—e.g., 
those of stockbrokers and lawyers. In so far as the cost of these 
services is reckoned as a current cost of production by any business 
which is investing funds, it will have been included as one of the 
factor costs which must be covered by the market prices of the 
goods produced by the business. In this case the value of the 
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services in question will already have been covered by the market 
value of the goods and services enumerated in other items of column 
III of Table A. Butinso far as these services are not so accounted 
for, they must be regarded as an item in the cost of providing new 
capital equipment for the community; and if expenditure on 
services of this kind were not separately enumerated, the sum of 
income-generating expenditures enumerated in column III of 
Table A would be incomplete. 


III. Table B 


This table shows the form in which estimates may be presented 
of personal incomes and of the uses to which personal incomes may 
be put (i.e., through expenditure on different forms of consumption 
or through savings). The first column of Table B (“‘ The Com- 
position of Personal Incomes ”’) illustrates the way in which an 
estimate of personal incomes may be derived from the Net National 
Income at Factor Cost (item 5 of Table A). 

If we start with the Net National Income at Factor Cost, we 
must first (Table B, item 2) add Transfer Incomes paid by the 
State (such as interest on the national debt, unemployment 
allowances paid by the State to the unemployed, etc.). For in 
Table A these items of transfer income are excluded (i) from the 
national income (which records only the incomes earned by the 
factors of production for productive work done), (ii) from the 
national output (which records only the value of the net output of 
various productive industries), and (iii) from the national expendi- 
ture (which in item 16 of Table A excludes expenditure by the 
State of a purely transfer character). 


1 It may be thought that the balance of Table B will be upset if item 2 
includes only transfer payments from the Government to individuals. For there 
are a number of other forms of transfer income. For example, a son may receive 
an allowance from his father, or a pauper may receive a transfer income from a 
charitable organisation. The balance of Table B is, however, preserved by 
excluding such transfers both from personal incomes and from personal con- 
sumption. In the case of a son’s allowance, since the father’s ‘‘ expenditure” 
in giving the money to his son is excluded from personal expenditure (item 9 of 
Table B), the balance is preserved by excluding the receipt of the son’s allowance 
from item 2 of Table B. A similar problem arises in the case of betting gains. 
Expenditure on betting leads (i) to the receipt of income by those engaged in 
the betting industry and (ii) to the receipt of a transfer income by those who 
win bets. In columns I and II of Table A the incomes of those engaged in the 
betting industry will be recorded; and, against this, item 15 of Table A (and so 
item 9 of Table B) must include only that part of expenditure on betting which 
is not transferred to those who win bets. The balance of Table B is thus pre- 
served by excluding from transfer incomes (item 2) the money obtained from 
betting gains. Receipts of transfer incomes from charitable institutions may 
be regarded—as in the case of a father’s allowance to his son—as a transfer 
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We must next (item 3 of Table B) deduct all direct taxes paid 
on income in order to obtain the sum of incomes after deduction 
of direct taxes. We must next deduct those elements of this 
total of tax-free incomes which are not paid over to persons— 
namely, (i) government income from property or from trading 
profits (item 4 of Table B), which is not paid over to individuals 
but is used as a part of government revenue to finance government 
expenditure, and (ii) undistributed profits (item 5 of Table B), 
which represents elements of tax-free income obtained from profits 
or interest or rent, which are saved directly by companies without 
being paid to individuals. 

We then obtain (item 6 of Table B) an estimate of the, total of 
personal incomes after deduction c: direct taxes. This sum can 
be divided (as in the second column of Table B) to show the distri- 
bution of the total of personal incomes between groups of income- 
recipients ranged according to the size of their incomes. It must 
also be equal (cf. the third column of Table B) to the sum of per- 
sonal expenditures on various forms of consumption and personal 
savings. 

The columns of Table B present the information about per- 
sonal incomes in a way which should be of interest to economists. 
For it shows (ca) the relations between the net national income and 
transfers incomes and impersonal incomes, (b) the distribution 
of personal incomes between income classes and (c) the way in 
which personal incomes are spent or saved. The total of personal 
incomes, its distribution among income classes, and personal 
expenditures on various types of goods or services are the raw 
material from which—with the supplementary aid of information 
about the prices of various groups of consumption goods and 
services—personal demand functions and propensities to consume 
may best be analysed. 

The columns in Table B may also serve as a statistical cross- 
check. The sources used for the estimates in column I (in addition - 
_ to the sources used for item 1 of Table B, which is the same as 

item 5 of Table A) are certain public finance figures (for items 2, 3 
and 4) and figures of business accounts (for item 5). Ifincome-tax 
statistics and figures of wages are used to make estimates of column 
II of Table B, there is little statistical cross-check between the 
totals of column II and of column I, item 1 of which is largely 
based on the same material. But if estimates for column II could 


between individuals, provided that suitable definitions of income and expenditure 
are adopted in the case of such institutions. (This problem is dealt with at 


greater length below, cf. pages 227-31.) 
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be obtaine 1 from sample family budget inquiries, an independent 
estimate of the total of personal incomes might be obtained. In 
column III of Table B still other data could be used for the esti- 
mates—for item 9 a large number of series of production, prices 
or sales of different goods and services, and for item 10 an enumera- 
tion of the increases in all the different types of asset (cash, 
securities, etc.) held by individuals. 


IV. Table C 


A third table may be constructed to illustrate the flow of 
savings. Savings may be made by persons (item 1 of Table C) or 
by businesses (item 2 of Table C); and they may be used either to 
finance investment (item 4 of Table C) or the excess of current 
expenditure over current revenue of the Government (item 5 of 
Table C). But while Table C presents information about savings 
and investment in a form which may be of interest to economists, 
it does not provide any additional statistical cross-checking ; for 
if item 5 of Table C is properly defined, Table C is simply a re- 
arrangement of certain items of Tables A and B. 

This fact can best be seen by means of Table B’. We know 
that item 5 of Table A should be equal to the sum of items 15, 16, 
17, 18, 19 and 20 of Table A. In other words, item 1 in column I 
of Table B’ is equal to the sum of items 7, 8, 9, 11 and 14 in column 
II of Table B’. The remaining items in column I of Table B’ 
are identical with the remaining items in column II of Table B’; 
for example, item 2 of Table B’ is the same as item 10 of Table B’. 

But the items in column I of Table B’ are the same as those in 
column I of Table B, which represents the composition of personal 
incomes after deduction of direct taxes. It follows, therefore, 
that column II of Table B’ must measure the sum of personal 
consumption and personal savings, or that personal savings equals 
the sum of items 8, 9, 10, 11, 12, 13, 14 and 15 of Table B’, or that 


Personal Savings + Undistributed Profits — Investment 
= Current Government Expenditure on Goods and Services, 
Subsidies and Transfers — Government Revenue from Direct 
and Indirect Taxes and from Government Income. 


The above equation is the same as the balance between the uses 
and sources of savings as shown in Table C, if the right-hand 
term of the above equation is defined as the Budget Deficit. 
Or in other words, if this definition of the Budget Deficit is 
adopted, Table C must be regarded merely as a re-arrangement of 
Tables A and B. 
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V. The Interpretation of Public Finance 


The use of this definition of the Budget Deficit requires some 
explanation. In the first place, the Budget Deficit refers to the 
total transactions of all public authorities; and a combined 
statement of revenue and expenditure must be drawn up for 
(eg.) the central Government, the local authorities and various 
extra-budgetary public funds. All transfers between these various 
authorities must be excluded from both revenue and expenditure. 
For example, grants-in-aid paid by the central Government to the 
local authorities must be excluded from central Government 
expenditure and from local authorities’ revenue; and State con- 
tributions to extra-budgetary funds for social insurance must be 
excluded from central Government expenditure and from the 
revenue of extra-budgetary funds. When this is done a combined 
revenue and expenditure account of the following type may be 
drawn up :— 


Combined Revenue and Expenditure Account of all Public 








Authorities 
Revenue. Expenditure. 
(a) Direct Taxes, Fines and Gifts. (f) Transfer payments to private sector 
(b) Indirect Taxes. of the economy. 
(c) Government Income from property | (g) Subsidies. 
and profits of trading services. (h) Net current expenditure by the 
(d) Balance, or Budget Deficit. Government on Goods and Ser- 


vices : 
(i) Total expenditure on 
goods and services, 


(ii) revenue from sale of 
and services to private 
sector of the economy, 
less 
(iii) Government purchase of 
capital assets. 


(e) Total Revenue. (i) Total Expenditure. 











It will be seen that this combined revenue and expenditure 
account gives a definition of the budget deficit which corresponds 
to that which is necessary for the balancing of Table C. Item (h) 
of the Combined Revenue and Expenditure Account corresponds 
to item 16 of Table A. This item excludes from government 
expenditure on goods and services an amount equal to the revenue 
of the Government from the sale of goods and services to the 
private sector of the economy (e.g., sale of postage stamps, rent 
from municipally-owned houses, etc.). For such expenditures 
(¢.g., the purchase of postage stamps by individuals or for business 
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purposes) will already have appeared in Table A, column II, 
either directly as an element of personal expenditure (item 15 of 
Table A), or as an element in the business costs, and so in the 
market prices of other goods and services produced for sale to 
persons, to the Government, for domestic capital construction or 
for export (items 15, 16, 19 or 20 of Table A). Item (h) of the 
Combined Revenue and Expenditure Account must also exclude 
government expenditure on goods and services for investment 
purposes (e.g., for the extension of post-office equipment or for the 
building of publicly-owned dwelling-houses), in so far as these 
expenditures are included in Home Investment (item 19 of 
Table A). 

There is, however, a certain degree of arbitrariness in deciding 
what items of government expenditure should be regarded as 
investment expenditure. But the principles to be adopted for the 
purpose of balancing the tables are clear. If, for example, ex- « 
penditure on roads and on battleships is excluded from current 
expenditure by the Government, then it must be included in 
Home Investment, and vice versa. The State may also spend 
money on taking over property from the private sector of the 
economy. It may, for example, buy land or other property from 
private-property owners or it may in war-time take over existing 
stocks of commodities from private owners. In these cases, if 
these expenditures are included in current government expendi- 
ture on goods and services, home investment must be reduced by 
an amount equal to the net value of the property or stocks trans- 
ferred from private to government ownership. 

The definitions of Indirect Taxes, Subsidies and Government 
Income from the profits of trading services (items (b), (g), and (c) 
of the Combined Revenue and Expenditure Account) also raise 
certain problems of definition. For example, a State monopoly 
may be so run as to make an abnormally large profit on the goods 
or services sold. If part of the price of the commodity is con- 
sidered to be an indirect tax, then a similar amount must be 
excluded from the government profit from trading services, with 
the result that items 2 and 18 of Table A will be correspondingly 


1 There is a certain lack of symmetry in column III of Table A. Current 
expenditure for personal consumption and for consumption of goods and services 
by the Government are shown separately (items 15 and 16). But investment 
(items 19 and 20) is divided between home and foreign investment and not, in 
addition, between investment financed by the Government and investment 
privately financed. It would, of course, be possible to divide total investment 
between privately financed investment and Government investment, if this were 
considered desirable for any economic purpose. 
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diminished (algebraically). If the Government runs a trading 
service at a loss in order—for social reasons—to sell the goods or 
service concerned at a low price, then this loss may either be 
deducted from government income from profits or may be included 
in subsidies. In the latter case both items 2 and 17 of Table A 
will be greater than they would have been in the former case. 

The distinction between direct taxes and indirect taxes also 
raises certain problems of definition. The fundamental distinction 
ijsaclearone. Tax payments which are not deducted from current 
receipts as a cost before determining incomes are direct taxes } 
(e.g., the Income Tax), while those which are deducted from current 
receipts from market sales before determining incomes (e.g., 
taxes on the sale of beer or tobacco) are indirect taxes. In certain 
cases (¢.g., Excess Profits Tax), a tax which, for economic reasons, 
it is desired to treat as a Direct Tax, may be deducted from 
profits before determining income for income-tax purposes. In 
order to treat such taxes as Direct Taxes, in item 5 of Table A 
income must be reckoned before the deduction of such taxes, and 
they must be excluded from item 18 of Table A. 

Stamp Duties may be regarded partly as Direct Taxes and 
partly as Indirect Taxes, or wholly as Indirect Taxes. Stamp 
Duties—such as stamps on cheques by businesses—are to be 
regarded as a business cost of production, and are deducted from 
current revenue to calculate income from profits. They are 
therefore to be regarded as Indirect Taxes. Duties such as stamps 
on cheques drawn by individuals for their personal expenditure 
may be regarded as Indirect Taxes if they are added to item 15 
of Table A and regarded as an addition to the market price paid 
by individuals for their purchases If, however, they are not added 
to the market price of consumption expenditure, they must be 
regarded as a Direct Tax paid out of individual’s income. Stamp 
Duties on the transfer of property may be treated as an Indirect 
Tax if they are included in item 19 (d) of Table A, and are thus 
included in the ‘‘ market price ” of the goods and services used for 
production of additions to capital assets. If, however, they are 
not so included, they must be treated as a Direct Tax which is 
paid by an investor whenever a purchase of property is made. 

For certain purposes it may be convenient to divide Direct 

? It is convenient throughout the Tables to treat such payments as gifts to 
the Government and fines paid to the Government, which are not deducted as 
an expense chargeable against income and which do not represent expenditure 
by persons on the purchase of goods and services, as Direct Taxes. A separate 


category for such payments could, of course, be devised if it were thought 
desirable. 
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Taxes into two groups: (i) those “ paid out of income” (eg,, 
Income Tax and Sur Tax), and (ii) those “ paid out of savings ” 
(e.g., Death Duties). This division would affect Tables B and 0, 
If in item 3 of Table B only “ direct taxes paid out of income” 
are deducted, then business savings (item 5 of Table B) and 
personal savings (item 10 of Table B) must together be increased 
by a similar amount, so as to represent savings inclusive of that 
part of savings which is used to finance the payment of “ direct 
taxes paid out of savings.” For example, personal savings would 
be reckoned as the increase in capital assets held by individuals, 
before deduction of the amount of assets taken away from them 
by the State in payment of Death Duties, as property passed from 
one owner to another as a result of death. In Table C a new item— 
“ direct taxes paid out of savings ’’—would have to be added to 
column II, since the Government would absorb part of the savings 
of individuals as now defined, through the capital assets which it 
took over from them in the form of death duties. 

It may also be useful to draw a distinction between (i) payments 
of direct taxes in any period and (ii) accruing liabilities to tax pay- 
ments in that period. This distinction is of economic importance, 
if there is any considerable time-lag between the earning of income 
and the date when tax is paid on it and if the total of incomes and 
rates of taxation are rising or falling. The current liability of 
taxpayers to pay taxes out of their current incomes at current 
rates of tax will be considerably in excess of the actual amount of 
tax being currently paid, if these tax payments have been assessed 
on lower past incomes and at a lower rate of tax than the current 
rate of tax. If item 3 of Table B shows current liabilities to 
direct taxation, as opposed to current payments of direct taxes, 
then items 5 and 10 of Table B must be shown as institutional and 
personal savings after deduction not only of current payments of 
direct taxes but also of the excess of current liabilities to, over 
current payments of, direct taxes. In other words, savings will 
now be shown as the net amount of income which is free to be 
saved after putting aside all that is necessary to meet the current 
liability to direct taxation. In Table C a balancing figure must 
be included, and the current Budget Deficit must be reduced by 
an amount equal to the excess of current liabilities to, over current 
payments of, direct taxes. A comparison both of the Budget 
Deficit and of Savings before and after making this adjustment is 
of interest in any period of rapid fluctuation of the national income 
or of rates of taxation. 
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VI. Table D 


This table shows how Foreign Investment is equal to the excess 
of current receipts from abroad over current expenditure abroad, 
and it also provides a statistical cross-check of the calculation of 
Foreign Investment (for item 20 of Table A). The principle 
of the balance of this table is self-explanatory. The sum of the 
increases in different foreign assets (item 4 of Table D) must be 
equal to the excess of current receipts of funds from abroad over 
current expenditure of funds abroad; for it is only through such 
an excess that a net sum of foreign funds may be acquired for 
investment abroad. 


































ae 


VII. Table E 


From Tables A and D a table may be obtained which shows 
Home Investment as equal to the excess of income generated by 
expenditure at home over current expenditure at home. If we 
subtract (algebraically) items 17 and 18 of Table A from columns 
[and III of Table A, we obtain figures of Net National Income and 
Net National Expenditure at Market Prices (as opposed to Income 
and Expenditure at Factor Cost).1 If we then deduct column I 
of Table D from column I of Table A and column II of Table D 
from column III of Table A, we obtain Table E. Item 1 of Table 
E is the difference between the total Net National Income at 
Market Prices and that part of it which is due (e.g., through the 
sale of exports) to payments received from abroad. Item 3 of 
Table E is the difference between current National Expenditure at 
Market Prices and that part of it which is spent abroad (e.g., in 
the purchase of imports). The difference between these two (item 
4 of Table E) is equal to expenditure on capital development at 
home. 


VIII. Methods of Ensuring the Balance in Table A 


In the preceding paragraphs and the accompanying tables an 
outline has been given of the main problems of definition which 
must be solved in order to ensure that the tables balance. There 
are, however, a thousand and one small problems of definition 
which arise in attempting to measure the individual items in the 
different tables. It is impossible to treat all these minor defini- 
tional problems at length; but the sort of problems which arise 
and the way in which they may be solved can be illustrated by 
means of an example. 





1 See pages 217-18 above. 
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We may consider the problem of treating the revenue and 
expenditure of hospitals in such a way that the balance between 
columns I and III of Table A is preserved. In the economic 
system as a whole a host of transactions are taking place which 
either involve the payment of money from one owner to another or 
may be imagined to be accompanied by such a money trans- 
action. Some of these payments of money (e.g., the purchase of 
consumption goods) will be recorded as part of the Net National 
Expenditure in column III of Table A (N.N.E.). Some of these 
receipts of money (e.g., the payment of wages) will be recorded as 
part of the Net National Income in column I of Table A (N.N.L.), 
Any one transaction (e.g., the transfer payment of an allowance 
by a father to his son) may be recorded neither as N.N.E. nor as 
N.N.I. A transaction (e.g., the payment of wages in a productive 
business) may be such that its payment is not recorded as N.N.E, 
but its receipt is recorded as N.N.I. Another transaction (e.g., 
the purchase of imported consumption goods) may be such that 
its payment is recorded as N.N.E. but its receipt is not recorded 
as N.N.I. The principle to be adopted is that as money flows 
round in different transactions of payments and receipts it shall 
be recorded alternately as N.N.E. and N.N.I. and not twice 
running as N.N.E. or twice running as N.N.I. 

We may apply this principle to a combined revenue and 
expenditure account of all voluntary hospitals. Such a combined 
account may be presumed to contain the following items : 











Revenue. Expenditure. 
Transaction Transaction 
last re- next re 
corded as : corded as : 
(a) Gifts from indivi- ) Food, , ete., 
duals ; ‘ N.N.I. + Fam ° 5 N.N.E. 
(6) Gifts from busi- (g) ek sar wages, etc. N.N.E. 
nesses ‘ . N.N.I. (h) Repairs and main- 
(c) Net income from tenance. , N.N.E 
property . : N.N.I. (t) Balance, being sums 
(d) Fees for medical ser- saved or accumu- 
vices performed . N.N.I. lated by hospitals N.N.E. 
(e) Government grants N.N.I. or 
—N.N.E. 














1 An example of this latter type of transaction is the payment to (¢g.) 
domestic servants of part of their income in kind (e.g., in food and lodging) by 
their employers. If we wish to record their wages in item 4 of Table A as 
inclusive of their money wages and of their wages in kind, we may imagine that 
the employer pays to the domestic servant the whole of this wage in money, 
and that the domestic servant then purchases from the employer the food and 
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We must examine each item of hospitals’ revenue to see whether 
each item when it has been received was last recorded as N.N.I. 
or N.N.E., and we must examine each item of hospitals’ expendi- 
ch ture to see whether it is next recorded as N.N.I. or N.N.E. 







































or If definitions are adopted of such a kind that the whole of the 
18- revenue and expenditure is either first recorded as N.N.1. and then 
of as N.N.E., or first recorded as N.N.E. and then as N.N.I., the 
al treatment is such as to preserve a proper balance between columns 


Land III of Table A. 


se 
a (a) Gifts from individuals are paid out of individuals’ 
). incomes, and the incomes from which they are paid are re- 
" corded in Table A as a part of N.N.I. So long as gifts from 
éi individuals to hospitals are not recorded in item 15 of Table 
A as an element of personal expenditure, this item of revenue 


: is recorded in Table A as N.N.I. 
# (b) Gifts from businesses are paid out of profits, which are 
; recorded in Table A as a part of N.N.I. Since the payment 


of a gift from a business to a hospital is not recorded in 
, N.N.E. in Table A, this item may also be marked N.N_I. 
(c) Net income from property. This item is included in 


' item 1 or 2 of Table A, and may therefore be marked as 
i N.N.I. 
i (d) Fees for medical services are paid out of income 


(N.N.I.). If they are not recorded as an item of personal 
expenditure ! in item 15 of Table A, this item must also be 
marked as N.N.I. 

(e) Government grants. If Government expenditure on 
grants to hospitals were included in item 16 of Table A, this 
item would need to be marked as N.N.E. But if we exclude 
this item of Government expenditure from item 16 of Table 
A and treat it as a transfer payment to the private sector of 
the economy, we must consider the sources from which the 
necessary revenue was raised to transfer to hospitals. If it 
were raised by direct taxes, from Government income or from 
borrowing, it would come out of income (N.N.I.).- If it were 
raised by indirect taxation it would be recorded in item 18 of 





lodging provided in kind. In order to preserve the balance between columns 

. land ITI of Table A, if the whole of the wages of domestic servants is included 
in item 4 the whole of it must also be included in item 15 as personal expenditure 
on domestic services. 

1 They should not be recorded as an item of personal expenditure, if—as is 
suggested below— items (f), (g) and (hk) which represent the actual purchases of 
goods and services for medical purposes are so recorded. 

No. 202-3.—vo.. LI. R 
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Table A as —N.N.E., which for balancing purposes is equiva- 
lent to N.N.I. 

(f), (g) and (h). These current expenditures by hospitals 
may be recorded as N.N.E., if they are added to item 15 of 
Table A as an item of personal expenditure. 

(i) Savings of hospitals. This item, in so far as it repre- 
sents expenditure by hospitals on investment in (e.g.) hospital 
buildings, is recorded in item 19 of Table A as Home Invest- 
ment (N.N.E.). If the savings are lent to other borrowers, 
it is not recorded directly as Investment in Table A ; but the 
expenditure of these savings by the borrowers will be so 
recorded (N.N.E.). 


IX. The Division of the Economy into Government, Business and 
Personal Sectors 


In the above paragraphs and the accompanying tables the 
economy has been divided into three sectors—Government, 
business and persons; and the inter-relations between the 
income, expenditure and savings of these three parts of the 
economy have been examined. It would appear that this division 
leaves no room for the transactions of various institutions—such as 
clubs, charities, trade unions, etc.—which are neither Government 
institutions nor business institutions. In order to avoid unprofit- 
able complications of the Tables which would arise if an attempt 
were made to introduce a fourth sector, it is convenient to treat 
such institutions merely as a channel through which persons 
receive and spend income. The way in which this may be done 
is best shown by taking one such institution as an example. 

We can illustrate the method by taking again the treatment of 
the revenue and expenditure of voluntary hospitals. All the 
items of hospitals’ revenue (in the revenue and expenditure account 
of hospitals shown on page 228 above) may be treated as being 
recorded in personal incomes in column I of Table B, and all the 
items of hospitals’ expenditure may be treated as being recorded 
in personal expenditure or savings in column III of Table B. 


(a) and (d). Gifts from individuals and fees paid by 
individuals are paid out of the total of individual incomes 
included in item 6 of Table B. 

(b) The profits from which gifts are paid by businesses to 
hospitals are recorded as an element of item 1 of Table B 
and provided that they are not deducted in undistributed 
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profits (item 5 of Table B), this item will also be recorded as an 
element of personal incomes in item 6 of Table B. 

(c) The income from property of hospitals is recorded in 
item 1 of Table B; and since it is not deducted in items 3, 4 
or 5 of Table B, it remains in the total of personal incomes 
(item 6 of Table B). 

(e) Government grants to hospitals, being treated as an 
item of Government transfer expenditure, will appear in item 
2 of Table B, and therefore in the total of personal incomes 
(item 6 of Table B). 

(f), (g) and (h). These expenditures must be recorded 
as elements of personal consumption (item 9 of Table B). 

(t) Savings through hospitals must then be recorded as 
an item of personal savings, and the increase in the various 
assets held by hospitals must be included in the increase in 
assets held by individuals for the purpose of calculating item 
10 of Table B. 


We are, in fact, by these means regarding giffs from businesses, 


grants from the Government and the income obtained from 
property owned by hospitals as supplements to personal incomes, 
which enable individuals to purchase medical services or to save 
through the medium of hospitals. 
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TABLE B 
I. II. Il. 
Composition of Personal Distribution of Personal Perscnal Consumption and 
Incomes. Incomes. Savings. 

1. Net National Income at | 7. Personal Incomes : 9. Personal Consum; at 
Factor Cost (Table A, (a) Gross Personal In- Market Prices ble A, 
item 5). comes below £200 15 

2. Transfer incomes from the per head per an- (a) Food, Drink and To- 
State. num. bacco. 

3. Less Direct Taxes. Less (0) pow and rates. 

4. Less Government Income. Direct Taxes on (ce) Clothing. 

5. Less Undistributed Profits. above incomes. (d) Thvel 

(6) Gross Personal In- etc. 


comes 
per head per an- | 10. Personal Savings: 


num. (a) Net increase in cash 
Less held by individuals 
Direct Taxes on (b) Net increase in secur- 
or incomes. 7 _ by indi- 
etc. 
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(c) Net increase in other 
assets held by in- 
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II. 
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4. Home and Foreign Investment. 
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TABLE D 


233 








I. 
Income Generated by Receipts from 
Abroad. 
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I. 
Current Expenditure and Investment 
Abroad. 





. oo 
(a) Value of home-produced ex- 

(0) whens e of export of services 

(e.g., shipping, finance, etc.). 

(c) Receipts from foreign tourists. 

(d) Net Income from foreign pro- 
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(e) Net Government Receipts 
from Abroad. 


3. Current Expenditure Abroad : 
(a) Value of retained imports. 
(5) ‘Value of imported services. 


(c) Expenditure abroad by 
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4. Foreign Investment : 
(a) Net increase in holding of gold. 
(6) Increase in holding of foreign 
money. 


Increase in domestic money 

held by foreigners. 
(c) Increase in holding of foreign 
securities and other assets. 
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by foreigners. 
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MARX ON UNEMPLOYMENT 


TuE relationship between Marxist and academic economists 
has changed in recent years. During the time of Marshall an 
impassable gulf still divided them. The one party was engaged 
in exposing the evils of the capitalist system, the other in painting 
it in an agreeable light. One regarded the system as a passing 
historical phase, containing within itself the germs of its own 
dissolution; the other regarded the system as a permanent, 
almost a logical, necessity. This fundamental difference of out- 
look was supported by a difference of language, each party using 
terms strongly coloured by its own point of view. Thus, the 
academics described the interest obtained by owning capital as 
the reward of abstinence, or waiting, and profit as the reward of 
enterprise, while Marx treats interest and profit (and rent) as 
unpaid labour, or surplus value (the surplus of the value produced 
by labour over the value paid to labour). This complete dif- 
ference of attitude made inter-communication between the two 
schools impossible. 

Latter-day academics have, for the most part, undergone 
a striking change.!_ The circumstances of the times have forced 
them to concentrate on two problems, monopoly and unemploy- 
ment, which naturally raise doubts as to whether all is for the 
best in the best of all possible economic systems, and they are 
more inclined to analyse the defects of capitalism than to dwell 
upon its merits. The attempt to represent merely owning 
capital (waiting) as a productive activity has been abandoned, 
and the view is gaining ground that it is misleading to treat 
capital itself as a factor of production, on the same footing as 
labour. “It is preferable to regard labour . . . as the sole 
factor of production, operating in a given environment of technique, 
natural resources, capital equipment and effective demand.” * 
What is more important, capitalism is no longer regarded as an 
eternal necessity. Thus, Mr. Keynes writes: ‘I see the rentier 
aspect of capitalism as a transitional phase which will disappear 
when it has done its work.” * And Professor Hicks: “I do not 


1 I do not wish to attribute to any of my contemporaries any view which 
he does not hold. I am prepared to take upon my own head the opinions I 
attribute to the modern academics. 
2 Keynes: General Theory of Employment, Interest and Money, p. 213. 
3 Ibid., p. 376. 
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think one could count upon the long survival of anything like a 
capitalist system [in the absence of a trend of innovations suffi- 
ciently strong to maintain investment] . . . one cannot repress 
the thought that perhaps the whole Industrial Revolution of 
the last two hundred years has been nothing else but a vast 
secular boom.” ! These dicta are much closer to Marx than 
anything that can be found in Marshall, while Mr. Kalecki’s 
epigram “The tragedy of investment is that it causes crisis 
because it is useful,” * has a close affinity with Marx: “ The real 
barrier of capitalist production is capital itself.’’ * 

The time therefore seems ripe to bridge the verbal gulf, and 
my object in this article is to examine what I take to be Marx’s 
analysis of unemployment in language intelligible to academic 
economists. 

First we must deal with some points of terminology. In 
Marx’s system the price of commodities in general consists of 
€+V+8. C (constant capital) is the wear and tear and 
depreciation of fixed capital, plus raw materials; V (variable 
capital) is wages; and S (surplus value) is profit and interest * 
(§ also includes the rent of land, but this is a complication which 
I shall neglect in the present study.) With a given stock of 
capital and given technique, output is proportional to employ- 
ment; wages cost per unit of output is therefore constant up 
to capacity, and short-period marginal cost is equal to average 
prime cost; the familiar reversed L-shaped short-period cost 
curve can therefore be incorporated in the Marxian analysis.* 

C and 8S are calculated per unit of employment, but since 
output per man-hour is constant in the short period, it can just 
as well be calculated per unit of output. Price, on the average 


of all commodities, then equals C+V4+8 Marx’s key con- 
output 
cept, the rate of exploitation, J is the ratio of net profit and 


interest to the wages bill. It is not the same thing as the profit 


1 Value and Capital, p. 302. 

* Hesays in the Theory of Economic Fluctuations, p. 149. 

* Capital, Vol. III (pub. C. H. Kerr & Co.), p. 293. 

“0, V and S are usually reckoned in terms of value, that is man-hours of 
labour, but, for convenience, Marx often reduces them to terms of money, by 
assuming a constant rate of wages per hour. As output per man-hour increases, 
the value of money falls if prices are constant, and remains constant if prices 
fall in proportion to the rise in productivity. 

5 Marx devotes a great deal of attention to changes in the working day, 
which was one of the leading problems of his time, but for purposes of the present 
discussion the working day may be assumed to be fixed. 
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margin, or ratio of price to prime cost (Mr. Kalecki’s “ degree of 
monopoly ’’). To arrive at this we must first break up C into 
depreciation and raw-material cost. Or, better perhaps, assume 
a closed system, in which raw materials come out; in the wash. 
C is then depreciation, and gross profit per unit of output is 


ee when output per man is constant. 


The rate of profit on capital Marx expresses as CG — but 


in order to express it in this form it is necessary first to turn C 
into an index of the stock of capital; to distinguish, as Marx 
puts it, between capital employed and capital consumed. This 
is done by assuming a given rate of turnover (or length of life) 
of fixed equipment. The rate of turnover is conceived to be 
governed purely by technical conditions. The stock of fixed 
capital is then a given number of years’ purchase of the deprecia- 
tion element in C, and oa a becomes an index of the rate of 
profit on capital. 

We must now consider what determines the amount of em- 
ployment and the rate of real wages. Early in the first volume 
of Capital, Marx repudiates Say’s Law: “ Nothing can be more 
childish than the dogma, that because every sale is a purchase, 
and every purchase a sale, therefore the circulation of com- 
modities necessarily implies an equilibrium of sales and purchases. 
If this means that the number of actual sales is equal to the 
number of purchases, it is mere tautology. But its real purport 
is to prove that every seller brings his buyer to market with 
him. Nothing of the kind. . . . No one can sell unless someone 
else purchases. But no one is forthwith bound to purchase, 
because he has just sold. . . . If the split between the sale and 
the purchase become too pronounced, the intimate connexion 
between them, their oneness, asserts itself by producing—a 
crisis.” 1 This clearly promises a theory of crises in terms of & 
deficiency of effective demand. But Volumes II and III of 
Capital were never completed, and among the notes and frag- 
ments published by Engels after Marx’s death we find only 
scattered hints of how the theory was to have been worked out. 
Meanwhile Marx develops his argument upon assumptions which 
rule out the problem of effective demand. 

He sometimes refers to capitalists lending to each other, 


1 Capital, Vol. I (pub. Glaisher, ed. 1920), p. 87. 
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put in general he thinks of a capitalist-entrepreneur who invests 
his own savings in his own business. The capitalist accumulates 
for the sake of accumulating, and the rate of interest plays no 
part either in governing the capital structure or in influencing 
the inducement to invest. It is merely the mechanism by which 
the usurer gets a share in the swag.1 Whatever part of their 
profits the capitalists do not consume they invest. Thus, on Marx’s 
assumptions the problem of effective.demand does not arise, and 
the rate of accumulation of capital is governed by the rate of 
saving out of profits. The capacity output of capital is given by 
technical conditions, and capital is used to capacity. The 
’ amount of employment at any moment is therefore uniquely 
determined by the amount of capital in existence, and increases 
through time as capital accumulates. 

The amount of employment being determined by the stock 
of capital in existence at any moment, the rate of real wages is 
determined by bargaining power between the capitalists as a 
class and the workers as a class. Workers seeking employment 
normally exceed the amount of employment offered by capital. 
The bargaining position of the workers is therefore very weak. 
Subsistence wages (the value of labour-power?) represent, in 
general, the normal level of wages, but wages may be below 
subsistence level, in the sense that they are insufficient to main- 
tain health and efficiency from one generation to the next. This 
threatens to destroy the whole basis of the system, and the 
capitalists, as a class, are compelled to submit to labour legisla- 
tion, in order to curb their own excessive greed. On the other 
hand, wages may be raised above subsistence level by Trade 
Union action, and the subsistence level itself contains a con- 
ventional element— it is itself partly determined by the level 
of wages ruling in the past. The level of subsistence therefore 
does not determine the level of wages, but rather sets a vaguely 
defined bottom stop to the level of wages. The actual level of 
wages depends upon bargaining power. 

We may now turn to Marx’s first account of the causes of 
tmemployment, which is to be found in Volume I of Capital.’ 

1 Vol. ITI, p. 428. 

* Subsistence wages in real terms and the value of labour-power move together 
& long as output per man is constant. When productivity increases the value 
of labour-power falls. 

* The Factory Acts, with which Marx is concerned (Vol. I, chap. X. 6.) were 
not directly concerned with wages, but shortening the working day raises real 
Wages per unit of employment, and reduces the wear and tear of labour. 

* Vol. I, p. 150. § Vol. I, pp. 630-4. 
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At any moment, as we have seen, the amount of employment 
is determined by the amount of capital in existence and the 
technique of production. The system is expanding, technique 
is developing and capital is accumulating, so that, as time goes 
by, a given amount of capital provides a decreasing amount of 
employment, but, on the other hand, the amount of capital is 
increasing. Meanwhile the labour market is being fed both by 
the natural increase of population and by a constant stream of 
dispossessed peasants and artisans, deprived of their independent 
livelihood by the extension of capitalism into fresh spheres, 
There is therefore chronic unemployment—the reserve army of 
labour. 

From time to time it happens that the amount of capital 
catches up upon the available labour; unemployment is then 
temporarily reduced. The bargaining position of labour is 
strengthened and real wages rise. This reduces the amount 
of profit, and the rate of accumulation is therefore slowed up, 
since saving out of profits governs the rate of investment. At the 
same time the higher rate cf real wages has some tendency to 
stimulate the increase in population,! and, what is more important, 
the scarcity of labour stimulates technical inventions. The 
amount of employment offered by a given stock of capital is 
therefore sharply reduced, while the amount of labour seeking 
employment continues to increase. Unemployment appears 
again. The temporary bargaining advantage of labour is lost, 
real wages fall, profits increase, and the process of accumulation 
is renewed. 

Marx associates this rhythmical fall and rise in the reserve 
army of labour with the ten-year trade cycle.2, But in my opinion 
it is something completely different. The chief characteristic 
of a boom is a rapid rate of capital accumulation. But in Marx’s 
system unemployment does not fall because of a rise in the rate 
of accumulation, but because of an increase in the stock of capital. 
And, although the rate of accumulation slows up when wages 
rise, the situation has none of the characteristics of a slump. 
The demand for capital goods falls, as a result of the decline in 
savings, and the luxury trades also may suffer. But there is an 
exactly corresponding increase in the demand for wage goods. 
There is no reason why the total of employment should fall, 
below the high level reached when wages rose, until new inventions 


1 Marx holds that the birth rate is highest where poverty is greatest, but 
higher wages promote marriage, and reduce the decimation of the offspring. 
(Vol. I, p. 658. Vol. ITI, p. 256.) 5 Vol. I, p. 646. 
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have done their work. Meanwhile, during the phase of high 
wages, consumption is increased as much as investment is reduced, 
and there is no reason to expect a decline in activity. 

Marx himself uses an argument very similar to the above 
in connection with a different problem (he is maintaining that a 
rise in wages will not increase the quantity of money in circulation) : 

“Tn consequence of a rise in wages, especially the demand 
of the labourers for the necessities of life will rise. In a lesser 
degree their demand for articles of luxury will increase, or the 
demand will be developed for things which did not generally 
belong to the scope of their consumption. The sudden and 
increased demand for the necessities of life will doubtless raise 
their prices momentarily. As a result, a greater portion of the 
social capital will be invested in the production of the necessities 
of life, and a smaller portion in the production of articles of 
luxury, since these fall in price on account of the decrease in 
surplus-value and the consequent decrease in demand of the 
capitalists for these articles. And to the extent that the labourers 
themselves buy articles of luxury, the rise in their wages—to 
this degree—does not promote an increase in the prices of neces- 
sities of life, but simply fills the place of the buyers of luxuries.” ! 

The argument which applies to luxuries must also be applied 
to capital goods, since on Marx’s assumptions the demand for 
capital goods is governed by the saving of the capitalists. Owing 
to the rise in wages and fall in profits, capitalists will be doing 
less investment, but the place of the buyers of capital goods is 
filled up, after a momentary fluctuation in prices, by the buyers 
of consumption goods, and the rise in wages is not a cause of a 
recession in trade.? 

But, though Marx’s analysis of changes in the reserve army 
of labour is not an analysis of the problem of the trade cycle, 
it nevertheless brings an important point to light. For it shows 
that, if the rate of interest is inflexible (or if the capital structure 
is insensitive to changes in the rate of interest) chronic technico- 

_ logical unemployment can occur even in a system which fully 
conforms to the conditions of Say’s Law. 

In Volume IT Marx analyses the mechanism by which capital 


1 Capital, Vol. II (pub. Swan Sonnenschein, ed. 1907), p. 391. 

* Marx meets the argument that a rise in wages will cause a rise of prices by 
saying ‘‘If it were in the power of the capitalist producers to raise the prices 
of their commodities at will, they could and would do so without waiting for 
&rise in wages ”’ (loc. cit., p. 392). This offhand treatment of the subject suggests 
that Marx did not realise the nature of the problem involved. 
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is reproduced and expanded. This he does by dividing al] 
industries into two groups: those producing capital goods, I, 
and those producing consumption goods, II. Then the total 
product consists of I, c, + v, + 8,, and II, cy+ v2, +8. In 
simple reproduction, when net investment is zero, v, + 8, = ¢, 
that is, the net product of I is equal to the replacement of capita] 
in II, and the whole of S, as well as of V, is devoted to consumption. 
For expansion (positive net investment) to occur, part of S must 
be saved and devoted to purchases from I; v, + 8, then exceeds 
Cz, and must be balanced by an equivalent investment out 
of 8». 

Savings which are to be invested must first be accumulated 
in a hoard (the finance fund). When the rate of investment is 
increasing from year to year the hoards on hand at any one 
moment must be increasing. But, with a gold circulation, net 
hoarding can only occur if the stock of gold is increased. Thus 
gold-miners’ outlay, which represents purchases without sale, 
precisely make up for the lag between sales and purchases by the 
rest of industry.! 

As Mr. Kalecki has shown,? Marx’s method provides the 
basis for the analysis of effective demand, and the academic 
economists, owing to their neglect of Marx, have wasted a great 
deal of time in rediscovering it for themselves. ‘“‘To the extent 
that only one-sided exchanges are made, a number of mere 
purchases on one hand, a number of mere sales on the other, . . . 
the balance [between the two groups of industries] can be main- 
tained only on the assumption that the value of the one-sided 
purchases and one-sided sales is the same. . . . These conditions 
become so many causes of abnormal movements, implying the 
possibility of crises, since a balance is an accident under the crude 
conditions of [capitalist] production.” * 

Volume II also contains a detailed analysis of the way in 
which the process of investment generates purchases without 
sales and so promotes boom conditions,‘ and a hint, thrown 
out by the way, that the length of the cycle may be connected 
with the average length of life of plant.’ All this suggests that 
Marx was on the trail of the analysis of effective demand. But 
instead of following it up he turns, in Volume III, to a fresh 
scent—the law of the falling tendency of the rate of profit. 

Marx accepted from Ricardo the fact of a falling rate of profit, 


1 Vol. II, p. 610. * Hesays, p. 45. § Vol. II, p. 578. 
* Vol. II, pp. 361-3. 5 Vol. II, p. 211. 
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but he could not accept Ricardo’s explanation, in terms of 
diminishing returns from land, for he held that the trouble did 
not arise from the niggardliness of nature, but from the inherent 
contradictions of capitalism. He therefore set out to find an 
explanation of his own. The modern view, that the fall in the 
rate of profit might be caused by a secular fall in the rate of 
interest, brought about by financial techniques economising 
gold and reducing lenders’ risk, is no more congenial to Marx’s 
point of view than the law of diminishing returns. His explana- 
tion is on entirely different lines. 

As capital accumulates and technique develops, the “ organic 
composition of capital” is raised, by an increase of constant 
capital (plant and raw materials) relatively to variable capital 
(the wages bill). This is represented by an increase in the ratio 
of C to V. 


Now, if the rate of exploitation (5) is constant, profit per 


man employed is constant. Therefore as capital per man 
increases, profit per unit of capital falls. ° is constant, 4 is 


rising, therefore 77> is falling. This is the law of the falling 
tendency of profits. It is, as Marx says, a tautology.1 “ But 
we have demonstrated that the nature of the capitalist process 
of production brings about this decrease ” in the rate of profit, 
because it increases > 

This argument raises three difficulties. Marx deals with the 
first. ‘‘ The increase in the value of the constant capital indicates 
but imperfectly the growth in the actual mass of the use-values 
represented by the material of the constant capital,’’ ? for technical 
progress raises the productivity of labour in producing machines, 
as well as in using them. Thus the mere fact that physical 
capital (the mass of the use-values) increases does not necessarily 
mean that there is an increase in capital per man, measured in 
terms of wage-units. But in Marx’s view inventions are pre- 
dominantly labour-saving (or, as I prefer to say, capital-using), 
so that capital-cost per unit of output falls less than labour-cost, 
with technical progress, and capital per man employed increases. 
He is not, however, strictly accurate, when he says that the 
relative increase in constant capital ‘is but another expression 


1 Vol. III, p. 259. Vol. IIT, p. 249. 
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for the increased productivity of labour”! since productivity 
can increase without any change in the organic composition of 


capital. 
The second difficulty Marx seems to have overlooked. 5 is 


not the same thing as capital per man employed, for C is not 


the stock of constant capital, but its rate of depreciation. , 


varies with the organic composition of capital, and a = V with 





the rate of profit, only when the average rate of turnover of 
capital goods is constant.2 If the system reacts to a falling 
tendency of profits by investing in less durable forms of capital, 
or if technical progress speeds up the rate of turnover, Marx’s 
argument is not watertight. It is necessary for him to assume 
that the period of turnover is constant, or, rather, that it is not 
decreasing fast enough to keep the rate of profit constant when 


S 
rn 7 falls.* 

The third difficulty is much more fundamental. The whole 
argument turns upon assuming a constant rate of exploitation. 
But what reason is there to suppose that “the nature of the 
capitalist process of production” tends to maintain a constant 
rate of exploitation? The assumption that it does comes into 
violent conflict with Marx’s usual view that the rate of real 
wages tends to be constant round about subsistence level. For 
if the rate of exploitation is given, labour receives a constant 
relative share in net output, and as productivity increases, real — 
wages rise. 

Marx suggests that the rate of exploitation may be raised, 
for instance, by lengthening the working day, or by depressing 
wages below subsistence level.‘ He makes orly a passing 
reference to the possibility that money wages may fall as pro- 
ductivity increases and the prices of wage goods fall.5 Yet it 
would seem the most natural assumption for him to make that 


1 Vol. III, p. 253. 

2 Engels discusses this point at length in Vol. III, Chap. IV. He takes the 
view that technical progress, particularly in transport, tends to reduce the period 
of turnover, and so, other things equal, to raise the rate of profit. Engels 
supplied this chapter, as he found no material for it but the title in Marx’s MS. 
(Vol. III, Preface, p. 14.) 

* I am indebted to Mr. E. Rothbarth for some helpful discussions on this 
point. 

* Vol. ITI, Chap. XIV. 

5 Vol. III, p. 257. The point is discussed at length in Vol. I, Chap. XII. 
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real wages are constant. And if real wages are constant, the rate 
of exploitation is rising. What then becomes of the falling rate 
of profit? It is just as easy to say: assuming that the rate of 
profit is constant, the rate of exploitation rises as capital per unit 
of labour increases. One tautology is as good as another. And 
Marx himself makes use of precisely this argument in a different 
context. When he is discussing how the same rate of profit can 
be obtained by capitals of various compositions he shows how 
the rate of surplus value in different industries varies with the 
ratio of C to V.1 There seems no reason why the situation 
should be different as between different industries at the same 
time from the situation as between the same industries at different 
times. 

Marx appears to believe that there is an impassable upper 
limit to the rate of exploitation. But his argument here is 
excessively obscure,” and it seems obvious that if this is what it 
means, it must be mistaken. If real wages are constant (and if 
the problem of effective demand does not arise), profits in terms 
of product increase with productivity. If wages in real terms 


1 Marx puts the point in a complicated way. Each industry is credited, 
so to speak, with the average rate of exploitation of all industries so as to obtain 
the value of their products, and the different rates of surplus value “‘ realised °’ 
in the various industries are shown as differences between the prices and the 
values of the products. Vol. ITI, p. 185. 

* Vol. III, p. 290. ‘‘ To the extent that the development of the productive 
power reduces the paid portion of the employed labour, it raises the surplus- 
value by raising its rate; but to the extent that it reduces the total mass of labour 
employed by a certain capital, it reduces the factor of numbers with which the 
tate of surplus-value is multiplied in order to calculate its mass. Two labourers, 
each working 12 hours daily, cannot produce the same mass of surplus-value 
as 24 labourers each working only 2 hours, even if they could live on air and 
did not have to work for themselves at all. In this respect, then, the compensa- 
tion of the reduction in the number of labourers by means of an intensification 
of exploitation has certain impassable limits. It may, for this reason, check 
the fall of the rate of profit, but cannot prevent it entirely.”’ 

The numerical example is difficult to follow. Suppose that the technique 
of production is the same in each case. Then the 2 men produce 24 units of 
product and the 24 men produce 48 units. If real wages per man-day are ly, 
units, the same amount of surplus value is produced in each case (24 — 2,4 = 
48 — 26,4, = 21,4,). If wages are less than this, the 24 men produce more surplus 
value; if wages are greater, the 2 men produce more. But if productivity per 
man-hour is greater for the 2 men (and this is the whole point) the total surplus 
value produced by them may exceed that produced by the 24 men, at even 
lower rates of real wages. 

Marx appears to be basing his argument on the fact that the total value 
produced by a given number of men is limited by the working day. But the 
tate of exchange between value and money alters as productivity rises and the 
value of labour power falls. If money wages are constant V per man is constant 
in money terms. But if real wages are also constant, prices must be constant, 
and § per man rises, in money terms, with productivity. 
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are constant and profits in real terms are rising continuously 


is rising continuously. Unless there is a limit to the increage 
in productivity there can be no limit to the rate of exploitation, 


And if the rate of exploitation can rise, the rate of profit need 
not fall. 

The law of falling profits might be rescued by calling in, 
from academic economics, the principle of diminishing marginal] 
productivity. In a given state of knowledge, product per man 
rises less than in proportion to capital per man, as capital in- 
creases. It does not follow that the rate of profit necessarily 
falls, for if real wages are constant the whole increment of product 
goes to capital.1 But it is possible to argue that even with con- 
sistent real wages, a point must come, sooner or later, at which 
the rate of profit falls as capital increases. This, however, is 
not Marx’s argument, for he never makes the unrealistic static 
assumption that knowledge is given. _ It seems, then, that Marx, 
like many an academic economist, has been carried away by his 
tautologies. 

It may be objected that although the assumption of a constant 
rate of exploitation conflicts with Marx’s view that real wages 
tend to be constant, it is all the same the most realistic assump- 
tion to make. For it seems, that, by and large, real wages do 
rise with productivity, and that the relative share of labour in 
the product of industry is remarkably stable. But if we are 
to appeal to reality, Marx’s assumption that capital is always 
used to capacity must be removed. If the output of a given 
stock of capital is free to vary, as in fact it does, with the state 


of effective demand, = is no longer fixed purely by technical 
conditions, but varies also with the degree of utilisation of capital. 
We can then say: with a constant rate of exploitation, ; falls 
when the rate of profit is rising, and rises when the rate of profit 


is falling. 

A tautology can always be relied upon to look after itself. 
During the period of rising profits (a secular boom) the same cause 
which raises the rate of profit increases employment per unit of 

1 E.g., suppose that an increase of 10 per cent. in capital per man causes 
8 per cent. increase in net product, and that in the first position capital received 
50 per cent. of the product. Then an increase of capital from 100 to 110 raises 
profit from 50 to 58. The rate of profit remains unchanged when the ratio of 
the proportional change in product to the proportional change in capital is equal 
to the share of capital in net product. 











agent ty inn oP «nila Tt “af 











1941] MARX ON UNEMPLOYMENT 245 


capacity faster than technical progress increases capital per unit 
of capacity, so that 4 falls; and when profits are falling the same 


cause which reduces the rate of profit raises ; faster than capital 


per unit of capacity increases. Similarly, in a given short period 
situation, with a given stock of equipment, employment per unit 
of capital rises, and ¢ falls, in the boom, when profits are rising, 
and rises in the slump, when profits are falling. The analysis of 
the actual behaviour of the rate of profit cannot progress any 
further without calling in the analysis of effective demand. 

Marx illustrates the theory of the falling rate of profit by 
considering the case of “ absolute over production of capital.’ } 
This I take to be, not a prediction of the Day of Judgment, but 
an extreme assumption adopted simply to bring out clearly the 
operation of a process which is at work all the time. If the rate 
of profit falls as capital accumulates there must be a certain 
upper limit to the total of profits.* Suppose that investment 
continues when this point has been reached; then a larger total 
of capital receives the same total of profits. Cut-throat com- 
petition between capitalists sets in, the new capital struggling 
with the old. “‘ A portion of the capital would lie fallow com- 
pletely or partially (because it would first have to crowd some of 
the active capital out before it could take part in the process of 
self-expansion).”’ 3 

This situation is similar to the situation at the top of the boom 
in Mr. Kalecki’s model of the trade cycle. In Mr. Kalecki’s 
scheme the total of profits is a function of the rate of investment. 
When the rate of investment is constant from one period to the 
next, the total of profits is constant. But meanwhile the stock 
of capital continues to grow, and the rate of profit consequently 
falls. (As Marx puts it: ‘the mass of profits remaining the 
same, this mass would be calculated on an increased total 
capital.” *) Marx’s notion that part of the capital must lie 


* Vol. III, pp. 294-300. 

* This step in the argument entails some further assumptions. If the curve 
connecting the stock of capital and the rate of profit has an elasticity which 
never falls below unity the upper limit to the total of profits is never reached. 

* Vol. Ill, p. 295. ‘‘The self-expansion of capital’’ implies obtaining 
Profits. The purpose of acquiring profits is to accumulate capital by reinvestment. 

* Essays, p. 140. 

* Vol. III, p. 296. If real wages rise, the total of profits is reduced. The 
a ae described in Vol. I, is then superimposed upon the ‘‘ absolute 

0. 202-3.—VOL. LI. s 
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fallow is consonant with the assumption of perfect competition in 
the commodity market. Under perfect competition any equip- 
ment which is employed at all is employed to capacity. In 
Mr. Kalecki’s scheme there is imperfect competition, and the 
“ over production of capital” shows itself in the form of general 
under-capacity working. (It was the realisation that the assump- 
tion of perfect competition rules out under-capacity working 
that led to the modern development of the theory of imperfect 
competition.) 

The difference between Mr. Kalecki’s scheme and Marx’s 
lies in the determination of the total of profits. And it is just 
at this point that there is a missing link in Marx’s argument. 

Marx goes on to argue that the slump conditions lead to a 
fall in wages, and that this brings temporary relief. “The 
present stagnation of production would have prepared an ex- 
pansion of production later on, within capitalistic limits.” ! 
Here Mr. Keynes’ analysis is in sharp conflict with Marx. Marx 
takes it for granted that a fall in money wages reduces real wages, 
while Mr. Keynes holds that (in a closed system) its main effect 
is merely to lower prices. This enhances the burden of debts, 
and only aggravates the malady it is intended to cure. Buta 
fall in real wages (which may be brought about by an increase in 
monopoly, or by mere stickiness of prices when wages fall) is 
still worse. When real wages fall, the level of consumption 
corresponding to a given rate of investment is reduced. Un- 
employment increases and output falls further below capacity. 
The reduction in output offsets the rise in profit per unit of out- 
put, while the increased amount of surplus capacity reduces the 
incentive to invest. Thus, far from bringing relief, a fall in real 
wages deepens the slump.? . 

It may be objected that this argument assumes what it 
requires to prove—that the rate of investment is initially un- 





over production of capital.’’ The latter occurs even if the total of profits is 
constant. 1 Vol. ITI, p. 299. 

2 It may seem paradoxical to argue that an increase in monopoly does not 
raise the total of profits, since it is obvious that over the long run monopoly 
tends to raise the rate of profit. But these apparently conflicting views are in 
reality aspects of the same phenomenon. Monopoly raises the rate of profit 
only because it restricts the amount of investment or actually destroys capital. 
In any given situation an increase in monopoly reduces output below what it 
would otherwise have been, and over the long run it reduces the stock of capital 
below what it would otherwise have been. In Mr. Keynes’ view, capital obtains 
@ profit by keeping itself scarce (General Theory, p. 214) and monopoly is one 
of the resistances (along with risk and the rate of interest) which prevents capital 
from accumulating sufficiently to eliminate profits. 
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changed. And it is true that if we assume that either investment 
. or capitalist consumption is immediately increased, under the 
cheering influences of lower wages, then profits also will be 
increased. This type of argument is full of tricks, and it is 
possible to get any result we please by making appropriate 
assumptions about the psychology of capitalists. There can 
be little doubt, however, that the crude test of history supports 
Mr. Keynes rather than Marx. The policy of “ restoring equili- 
brium ” by cutting wages was given an extensive trial in the great 
slump of the Nineteen-thirties, and the countries which abandoned 
it first were the first to experience a revival. The interpretation 
of history, also, is full of tricks, but at least we may say that to 
defend this position requires less ingenuity than to defend its 
opposite. 

In all this argument Marx assumes that surplus value is 
realised (by the sale of the commodities produced) and in so far 
as @ fall in the rate of profit checks accumulation’, it does so by 
limiting the fund of savings from which new capital is created. 
But there are one or two passages in which he treats the matter 
from a different point of view. “‘ As soon as the available 
quantity of surplus value has been materialised in commodities, 
surplus value has been produced. . . . Now comes the second 
act of the process. The entire mass of commodities, the total 
product, which contains a portion which is to reproduce the 
constant and variable capital as well as a portion representing 
surplus value, must be sold. . . . The conditions of direct ex- 
ploitation and those of the realising of surplus value are not 
identical. They are separated logically as well as by time and 
space. The first are only limited by the productive power of 
society, the last by the proportional relations of the various 
lines of production and the consuming power of society. This 
last-named power is not determined either by the absolute 
productive power nor by the absolute consuming power, but by 
the consuming power based on antagonistic conditions of dis- 
tribution, which reduce the consumption of the great mass of 
the population to a variable minimum within more or less narrow 
limits. The consuming power is furthermore restricted by the 
tendency to accumulate, the greed for an expansion of capital. 
... This internal contradiction seeks to balance itself by an 
expansion of the outlying fields of production. But to the 
extent that the productive power develops, it finds itself at 


1 For instance, by colonial trade. Vol. III, p. 278. 
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variance with the narrow basis on which the conditions of con- 
sumption rest.” +1 Again: ‘‘The last cause of all real crisis 
always remains the poverty and restricted consumption of the 
masses as compared to the tendency of capitalist production to 
develop the productive forces in such a way, that only the 
absolute power of consumption of the entire society would be 
their limit.” Here the falling rate of profit, which entails 
rising real wages, has dropped out of the picture, and the reference 
to the proportional relations of the various lines of production 
glances back to the equations of expanded reproduction in 
Volume II. The balance is upset because demand for the 
product of the consumption-good industries is restricted—the 
workers cannot consume, and the capitalists will not. The 
consumption-good industries therefore present a narrow field 
for investment, and the capital-good industries in turn suffer 
from restricted demand. Here at last Say’s Law is overthrown, 
and Marx appears to foreshadow the modern theory of effective 
demand. In Mr. Keynes’ language, a low propensity to consume, 
caused by unequal distribution of income and inordinate thrift, 
is @ necessary condition for rapid accumulation in the early 
stages of capitalism, but, when its work has been done, it impedes 
accumulation, by reducing the incentive to invest, and generates 
recurrent and ever-deepening slumps. “ The barrier of capitalist 
production is capital itself.” 


Cambridge. 

1 Vol. III, pp. 286-7. * Vol. III, p. 568. 

3 The foregoing passage is anticipated in Volume II (p. 363) by a note (ending 
‘* However, this belongs to the next part ’’) appended to the account of an invest- 
ment boom referred to above. This suggests that Marx intended to work out some- 
thing which, if it had ever been completed, would have been very like the modern 
theory. 


Joan RoBrinson 

















A MEANS OF PROMOTING INVESTMENT 


OnE means of maintaining full employment is an authoritarian 
economy, in which the activities of every individual, both of pro- 
ducing and consuming, are directed by the Government. In war 
some approach to this is a necessity. But in peace it would be 
opposed by the majority of people in such countries as Britain and 
America, and would conflict with their whole outlook and inborn 
qualities of mind. 

As a step which would leave a great measure of economic 
liberty to the individual, and yet would give the Government a 
considerable degree of positive control over the level of employ- 
ment, Mr. Keynes has urged that the decision as to the total value 
of intended net additions to equipment whose construction should 
be begun in each unit period, should belong to the Government 
only, who would have the power to raise this value to whatever 
level might be necessary. 

In what follows, a scheme is put forward for encouraging the 
private entrepreneur to embark on construction of equipment in 
cases where he would otherwise hang back. I do not suggest that 
such a scheme is an adequate substitute for more drastic measures 
designed either to shift the schedule of propensity to consume or to 
set the investment-flow at a sufficiently high level. But it may be 
better than nothing. 


I 


In some situations we prefer a course of action whose relevant 
consequences cannot be known in advance, and can therefore be 
imagined as high success or as catastrophe, to a course whose 
relevant consequences are known, and are dull and unexciting, or, 
while making it certain that we shall not suffer a general crippling 
of our powers of action for the further future, also make it certain 
that some particular purpose will not be attained. In short, we 
are sometimes willing to forego the certainty that some specific 
bad thing will not happen, for the sake of escaping from the 
certainty that some specific good thing will not happen. For 
example, a military commander may have to choose between 
keeping his forces intact by attempting nothing, and throwing 
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them into an enterprise whose outcome, for all he can tell, may be an 
historic victory and, for all he can tell, may be a disaster. A more 
clear-cut example is that of a man proposing to make a bet, who 
has to decide whether he prefers to know that his pound will 
remain a pound, and only a pound, or to be in ignorance whether 
it will become ten pounds or nothing. And still another example, 
the one with which we are here concerned, is that of an entre- 
preneur proposing to lay out money on constructing concrete 
equipment. 

Let us at first exclude by assumption the possibility of lending 
money at fixed interest, so that an entrepreneur, having at his 
disposal a given sum of cash, has the choice between (a) retaining 
his cash and thus experiencing in his mind the certainty that his 
wealth in terms of cash will remain unchanged, and (b) creating 
equipment, and thus dissolving the only barrier of certain know- 
ledge which would otherwise both prevent him from enjoying in 
imagination a very high level of success, and at the same time 
defend him from suffering in imagination the loss of the means for 
further ventures. Let us suppose first of all that there is only a 
single type of investment-opportunity, and that this has only two 
possible outcomes : the entrepreneur knows that the sum C which 
he lays out will at the end of some given period either have 
become A, greater than C,, or have become B, less than C. And 
let us suppose that there is nothing which inclines him to feel that 
one of these outcomes would surprise him more than the other, if 
the assemblage of indications and his own frame of mind were to 
remain unchanged until the result will be known. When he is 
deciding whether or not to invest, he will place himself in imagina- 
tion in the situation of having actually done so: if the gain AV 
is big enough, the enjoyment of it in anticipation will outweigh 
the contemplation of the other possibility to which his mind will 
sometimes leap, the making of the loss C-B; then the venture 
will seem preferable to retaining his wealth in cash, and he will 
decide to invest. 

This appears at first sight to be a simplified case : investment- 
opportunities do not in reality offer only two possible outcomes, 
but a continuous range, from large gains to the loss of the whole 
sum invested. And not all outcomes will seem to the entre- 
preneur to have equal power, or lack of power, to surprise him, 
supposing he remains in his existing state of mind. Some would 
certainly cause great surprise, and others some surprise, if one of 
them were to occur without his having altered his existing con- 
ception of the current situation and the ones that will grow out of 
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it. Nevertheless we shall suggest that the above example is in 
essentials typical of reality. 

In forming our expectations we feel it easy to exclude some out- 

comes as “‘impossible.”” The actual occurrence of any one of these 
would cause us such extreme surprise, if we were to retain until 
then our existing assessment of the situation, that they are simply 
ignored. With other outcomes we associate a rather less degree 
of potential surprise, and so on, until we are left with a range of 
outcomes any one of which could occur without surprising us at 
all. In general, there are two possible reasons for the individual 
to pay more attention to one of a pair of outcomes than the other : 
first, there may be a difference in the respective degrees of poten- 
tial surprise he associates with them, and second, one outcome 
may be more desirable or less desirable than the other. But 
among all the outcomes for which his potential surprise is nil, 
there will be only one reason for him to concentrate his attention 
on some rather than others, namely that some are more to be 
desired or the opposite. I suggest, therefore, that when he con- 
templates this inner range of outcomes each of which carries no 
potential surprise, the entrepreneur does in fact concentrate his 
attention exclusively on the best and the worst hypotheses in this 
range. 
If the motive for investing is to give free play to the investor’s 
hopes, and allow him to enjoy in imagination a very high level of 
success, why should he confine himself to the best outcome which 
could occur without surprising him? We do not insist that this 
will always be the criterion : some individuals will push up beyond 
this point, and consider it a sufficient inducement to invest if a 
very good outcome would only surprise them moderately. But 
some critical point there will be, beyond which the increase in the 
degree of potential surprise will outweigh the associated increase 
in the amount of gain. This critical point is one of the two on 
which the investor’s attention will be focused. The other may, 
correspondingly, be the loss of a rather larger proportion of the 
sum initially invested than the biggest proportion which carries 
no potential surprise. 

To summarise this conception, we suggest that an entre- 
preneur who is deciding whether to invest or not, will place himself 
in imagination in the position of having actually laid out a cash 
sum on constructing concrete equipment, and will then weigh 
against each other the two elements of the immediate mental 
experience which this position would afford him : the enjoyment 
by anticipation of the greatest gain whose attractiveness is not 
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undermined by association with too high a degree of potential 
surprise, and the suffering, by anticipation, of the greatest logs 
whose unpleasantness is not weakened by being associated with 
too high a degree of potential surprise. It is these two extremes 
which will focus the entrepreneur’s attention. 

A specific value at any moment can be assigned to a block of 
equipment provided we make some specific assumption as to what 
will be its net earnings in each unit period of the future. By the 
net earnings in any period we mean here the sale-proceeds of the 
plant’s product or services in that period, diminished by the cost 
of the materials and services which will be needed to run the plant 
in that period. When the assumed net earnings in each unit 
period are discounted over the time-distance separating that 
period from the present moment, and the results added together, 
the sum is the “ present value ” of the plant. The hypothetical 
gain and loss which appear as elements in the inducement to invest 
are the differences between this ‘‘ present value ”’ of the projected 
plant, calculated on different assumptions about its future net 
earnings, and its construction cost. We have suggested that the 
entrepreneur’s decision whether to invest or not will depend on 
what particular combination of hypothetical gain and hypo- 
thetical loss represents the two extremes of the range of outcomes 
any one of which could occur without surprising him. The second 
part of this article puts forward a scheme, based on this conception, 
for encouraging investment by setting a limit to the size of the 
hypothetical loss. 


II 


We have suggested above that an individual’s decision whether 
or not to construct a particular proposed piece of equipment 
depends on the relation between the initial cost and the sum of 
the discounted expected net earnings (a) on the best hypothesis 
about these earnings amongst all those which could come true 
without, in his existing frame of mind, causing him any surprise, 
and (5) on the worst hypothesis amongst them. Let us call these 
two estimates of the value of the proposed equipment A and B. 
If both A and B are greater than the initial cost C, the entre- 
preneur will decide to invest; if both are less, he will decide not 
to invest. But if A is greater and B less than the initial cost, his 
decision will depend on how small a proportion B is of C for any 
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If it were possible to fix the lowest value which, so far as the 
individual entrepreneur is concerned, the ratio , could possibly 
. assume, many projects from which entrepreneurs would otherwise 
have been deterred, in spite of a high value of 4 by the fear of 


crippling loss, would be constructed. Under what conditions 


could the cost of “ putting a floor ’” under the value of 7 be borne 


by ventures which turned out successful, without the discourage- 
ment arising from such a tax on success outweighing the effect of 
the mitigation of failure? It is of course perfectly possible, for 
all we can tell a priori, for the aggregate gains | ex post to exceed 
by far the aggregate losses while at the same time the fear of 
possible failure powerfully restrains investment. This would not 
in itself be sufficient to make possible an unsubsidised scheme of 
loss-limitation; for such a scheme in itself would reduce the 
caution of entrepreneurs, and might decrease the ratio of the 
number of successful to the number of unsuccessful investment- 
ventures. But if it did succeed in raising the average level over 
any period of the aggregate * investment-flow, and thus increasing, 
according to the Multiplier principle, the aggregate sales of goods 
in that period to producers and consumers combined, it would 
by its own action increase the profitability of any equipment 
already completed and in use. The conditions for such a scheme 
to be worth while will be clearer when some details have been 
filled in. In describing these, we shall refer to the public corpora- 
tion or body of commissioners which would operate the scheme as 
the Board. 

It is proposed that any entrepreneur ordering the construction 
of a block of equipment should be entitled to produce to the Board 
a certified statement of its total cost of construction. The longest 
time during which this plant could reasonably be expected to 
continue in use and cover its costs of operation would then be 
estimated by independent experts, and a schedule prepared show- 


1 By gains ex post and losses ex post we mean in this context the following : 


Let the actual earnings of the plant in each year, net of all outgoings 
except the depreciation through use or time of the plant itself, be accumu- 
lated at compound interest up to the end of the plant’s useful life, and the 
sum of the resulting amounts taken. The difference between this sum and 
the initial construction-cost of the plant, the latter being also accumulated 
at compound interest up to the end of the useful life, is the gain or loss 


ex post, 
* The total outlay in unit time om net improvements or additions t 
equipment. j 
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ing the amount of the initial cost accumulated at compound 
interest at the current yield on consols up to each of a series of 
dates ending with the end of the estimated useful life. This would 
be called the accumulated cost schedule, and each of the amounts . 
shown in it would be called the accumulated cost for the date 
where it appeared in the schedule. The entrepreneur would 
undertake to keep accounts in such a form that the net earnings 1 
of the plant in each year could be determined at the end of the 
year by accountants employed by the Board. By the cumulative 
earnings at any date, we shall mean the sum of the amounts which 
would be obtained by letting each year’s net earnings accumulate 
at compound interest up to the date in question, the same rate of 
interest being used as in computing.the accumulated cost. The 
entrepreneur would be entitled to surrender the block of equip- 
ment to the Board at any time during the useful life initially 
estimated, and receive in exchange such a sum of money as would 
make up the cumulative earnings to a certain percentage, less 
than 100 per cent., of the accumulated cost for the date of sur- 
render. We shall call this percentage the guaranteed percentage. 
To make the proposal clear, let us call the accumulated cost R, 
the cumulative earnings H, and the guaranteed percentage X. 
Then the entrepreneur would receive in exchange for his equip- 
ment a sum Q such that ome 2) == X. 

For two reasons which will be explained below, the guaranteed 
percentage would vary as an increasing function of the aggregate 
number of surrenders during some period of fixed length, say six 
months or one year, immediately preceding the date of surrender. 
Certain fixed limits, above or below which the percentage would 
not go, would be stated at the inception of the scheme, and any 
subsequent change of these limits would apply only to projects 
constructed after the change. Thus in spite of this variability 
of the percentage, an entrepreneur would always know the worst 
that could happen, the largest percentage of his initial outlay 
which he could in any circumstances lose. In return for this pro- 
tection, he would undertake that in case of his plant proving 
successful he would pay to the Board, at the end of the period 
initially assumed as the useful life, a fixed percentage of the 
amount by which, at that date, the cumulative earnings should 
exceed the accumulated cost. 

If the conception of the inducement to invest which has been 


1 By net earnings we mean the excess of the proceeds from selling the plant’s 
product or services over its costs of operation. 
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explained above is the true one, many investment-projects which 
w up in the mind of the entrepreneur are eventually shelved 
because of the absence of that ultimate comfort which lies in the 
knowledge that the worst which can befall is still tolerable. To 
step from the certainty of making neither gains nor losses, to 
indeterminacy as between great gains and the loss of all but a bare 
nucleus with which to start again, may give him a keen excitement. 
But if the other boundary of the range of indeterminacy is the loss 
of everything, he may draw back. Some proportion of all the 
projects which for this reason would be ordinarily rejected could 
be made into effective inducements to invest by any level of the 
guaranteed percentage. The higher this level can be set, the 
greater the proportion of projects otherwise ineffective which will 
be actually constructed. But, if the scheme is to be self-support- 
ing, it may (not necessarily will) turn out that the guaranteed 
percentage can only be raised by raising the percentage excised 
from the gains (i.e., the excess of cumulative earnings over 
accumulated cost, as these will stand when the end of the initially- 
assumed useful life is reached) of plants whose careers turn out 
successful : and to raise this excised percentage will reduce some- 
what the attractiveness of all projects, and cause some, which 
would otherwise have been embarked on, to be rejected. Let us 
call the guaranteed percentage X and the excised percentage Y. 
Evidently there is a large number of pairs of respective values of 
the guaranteed percentage and the excised percentage, any one of 
which would make the scheme self-supporting. Amongst these 
there is one particular pair of values which in combination with 
each other will give a higher level of the community’s investment- 
flow, averaged over a fairly long period, than any other pair. This 
pair of values could in any case only be discovered by experiment, 
and since the appropriate budget period for the scheme, i.e., the 
shortest period over which we could expect the Board’s revenue 
and outgoings to balance with unchanging values of X and Y, is 
long, this experimenting would take many years to arrive at the 
answer. In reality, however, we cannot expect ever to arrive at a 
permanently satisfactory answer. For the other conditions which 
affect the inducement to invest will show erratic and also secular, 
and not merely cyclical, changes. Thus the best that we can hope 
to do is to pursue indefinitely the elusive “ ideal ”’ values of X 
and Y, sometimes making errors on one side and sometimes on the 
other. This part of the argument has brought us to the con- 
sideration of the budget-period. 
It is evident, I think, that the budget-period should have the 
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length of one trade cycle, say 8 or 9 years. For it may be that the 
downswing of the business cycle could be considerably damped, in 
a way which we shall explain, by a generous value of X, so generous 
that in the downswing and depression it would cause deficits. If in 
the boom, the deficits accumulated during the slump were re- 
couped, the scheme would still be self-supporting. 

The fact that the recorded earnings of a plant, discounted to 
its date of construction, have failed to make a total equal to what 
was paid for its construction, does not necessarily show that the 
man who ordered it is less gifted as an entrepreneur than another 
man whose venture has succeeded. The difference in result may 
be due to pure luck in the sense that neither was consciously timing 
his act of investment to occur at an upward turning-point of the 
business cycle, yet the successful one did so while the other 
invested at a downward turning-point. One of these entre- 
preneurs will lose his power to direct resources into particular lines 
of investment, yet he is not less skilful than the other at discerning 
the public’s future tastes. His elimination through the loss of his 
capital will not improve the general standard of entrepreneurial 
ability in the economy. But if the relative success of one plant 
and failure of the other was not due to the timing of their con- 
struction in relation to the cycle, there is some reason to suppose 
that, in the majority of similar cases, one entrepreneur is in fact 
less gifted than the other. It is evidently against the general 
interest that an entrepreneur who is less successful in judging 
what the public is going to desire should have his lost capital 
restored to him at the expense of others who have been more 
successful. For he may make similar mistakes in future, and each . 
one will mean that the community’s equipment is less well adapted 
to its wishes than it might have been. The quantity of resources 
which he has the power to misdirect should, therefore, in the 
public interest, be allowed to shrink through his own mistakes. | 
Now when a relatively large number of entrepreneurs in any one 
six-month or twelve-month period decide that their respective 
plants have turned out to be mistaken ventures, this may reason- 
ably be taken as a sign that the business cycle is responsible for a 
considerable proportion of the unsuccesses. But in periods when 
relatively few entrepreneurs regret having invested in their equip- 
ment, those few who do are likely to include a higher proportion of 
unskilful entrepreneurs. In order, therefore, to allow the less 
skilful to suffer losses due to their incompetence, while the more 
skilful are protected from losses due to the cycle, the guaranteed 
percentage is to be smaller the fewer the surrenders in the unit 
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period immediately preceding each surrender. It is further 
suggested however that at times when the guaranteed percentage 
is high on account of frequent surrenders, it should be obligatory 
for the entrepreneurs concerned to re-invest a certain proportion 
of E + Q in new construction within a certain, rather short, time 
of their receiving Q. By thus compelling entrepreneurs to do 
some investing at the bottom of the slump, as well as helping them 
to do so by providing finance and making additional finance easier 
to obtain, the scheme might make some contribution towards 
damping out the cycle. 

In the last sentence we have introduced the second main 
advantage of the scheme, its value as a means of enlarging the 
amounts which entrepreneurs in given personal situations can 
borrow. The amount of money which an entrepreneur can borrow 
at any time is limited by the condition, imposed by potential 
lenders, that his total debts must not be made to exceed a certain 
proportion of his total assets. The excess of his total assets over 
his total debts is a margin the whole of which can be lost without 
his creditors losing anything. Thus suppose an entrepreneur, 
without other assets or commitments, has a sum of money K of 
his own and proposes to borrow a sum H in order to invest K + H 
in constructing a block of equipment. If the potential lender 
thinks that at worst the plant may turn out to have been worth 
only a fraction P of its cost of construction, he will limit his loan H 

H 
K+H 

a scheme as we have suggested above, P is increased above what 
_ it would otherwise have been, H will also be increased. 
The main outline of the scheme, and the statement of the 
theory on which it rests, are now complete. It remains to make 
clear certain special points : 


to such an amount that is not greater than P. If by such 





(1) Except in one set of circumstances, there will be no 
incentive for an entrepreneur to call upon the resources of the 
scheme unless he genuinely believes that he has irretrievably 
lost part of the sum initially laid out. These circumstances 
will only arise if an entrepreneur, although satisfied that his 
existing plant would eventually earn its full cost of construc- 
tion accumulated at compound interest, believes he sees an 
investment-opportunity so attractive that, in order to exploit 
it, he prefers to surrender his existing equipment for less than 
he believes it to be worth. And this would only happen if he 
had difficulty in selling the equipment in the open market for 
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the value he genuinely sets on it. In these circumstances the 
scheme would be fulfilling its main purpose of encouraging 
investment, though at the cost of causing a still valuable plant 
to be thrown, against the general interest, into disuse. 

(2) It may be asked why an entrepreneur should not be 
compelled to wait until the initially assumed useful life of the 
plant has run out, and then be entitled to claim some per- 
centage of any actual amount by which the cumulative earn- 
ings have fallen short of the accumulated construction cost, 
I think, however, that such a provision would largely defeat 
the purpose of the scheme. In order to give the maximum 
encouragement in cases where entrepreneurs are hesitating 
whether to venture on a particular project or not, the scheme 
should give freedom to abandon the plant at any date, and 
make a fresh investment of the proceeds of surrender. To 
withhold this relief until the date initially assumed as the end 
of the plant’s useful life might also delay the construction of 
another project, even if the necessary funds for the latter 
could be borrowed pending receipt of money in respect of the 
first plant. 

(3) The Board will be debarred by law from setting up its 
own management to run the plants surrendered to it. The 
equipment surrendered to the Board will be sold for scrap, or 
at any rate piecemeal, not even in self-contained blocks which 
could become “ going concerns.” This, I think, is an essen- 
tial feature of the scheme : it is true that equipment which 
can just cover its running-costs is worth something to the 
community : but if the sacrifice of this value leads to a great 
unchoking of investment-outlets, it is worth while. On 
account of this provision, it will be clear that the amount which 
must be provided by the scheme in the case of any given sur- 
render is the whole amount Q, less. only a relatively small 
fraction of this amount which can be expected to be recovered 
by sale of the surrendered equipment as scrap. 

(4) The essence of the whole conception is that, while it 
is impossible for a self-supporting scheme by its direct effect 
to make investment as a whole, for all entrepreneurs taken 
together, actually more profitable, it may be possible to remove 
the fear of crippling loss by a relatively small tax on gains: 
this will be possible if crippling losses, after the scheme has 
been inaugurated, turn out to bear only a small ratio to gains. 
As an extreme case, it is evident that if the fear of loss had 
absolutely no basis in reality, it could be removed without 
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those whose ventures succeed having to make any actual 
contribution at all (beyond the administrative cost of running 
the scheme). Only experience in the actual operation of the 
scheme can show at what levels of the guaranteed percentage 
(for each given frequency of surrenders) the scheme would be 
self-supporting. Knowledge of the profitability of invest- 
ment without any scheme in operation is not sufficient, for the 
scheme can only achieve its purpose of inducing an extra flow 
of investment by causing entrepreneurs to embark on some 
projects which they would otherwise have rejected. It must 
be emphasised, however, that there is no a priori reason for 
supposing that this will increase the ratio of aggregate 
amounts claimable per period to aggregate gains : the caution 
of entrepreneurs, which in the absence of the scheme would 
cause them to reject the more adventurous projects, may be 
justified from the point of view of the individual because it 
may turn out that these adventurous projects do, in actual 
experience, result in either great gains or crippling losses ; 
and it is reasonable for the individual to reject the step which 
would place in seeming jeopardy his whole future as an entre- 
preneur, by threatening to deprive him of his masse de 
maneuvre. And yet the same actual experience may show 
that amongst the ventures induced by the scheme, while 
crippling losses do occur, their aggregate is much less than 
that of the aggregate gains. To summarise the question of 
the scheme’s finances, it is not a question of whether the 
scheme will work and be self-supporting or not, but at what 
level of the guaranteed percentage it will be self-supporting, 
and whether this will induce any useful amount of extra 
investment. 

(5) Experiment alone can show whether the scheme would 
have any success in inducing extra investment. But it is 
especially in contrast with such measures as reduction of the 
rate of interest that I wish to put it forward. The main con- 
tention of the theoretical part of this article is that entre- 
preneurial decisions whether or not to construct the more 
“adventurous ” investment-projects depend ‘on qualitative 
estimates of success or failure : will the plant be “ a success,” 
1.e., a decisive, generous success, making the question of just 
how big is the gain a matter of secondary interest, or will it be 
adisaster? If the possibility of disaster can be reduced to a 
possibility of considerable, but not crippling loss, the counter- 
possibility of great success may induce the entrepreneur to 
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venture. Lowering the rate of interest can make but a 
trifling difference to the amounts which he stands to gain or 
lose. But if we can give him a guarantee against absolute 
disaster, we may enormously embolden him in the view he 
takes of specific investment-opportunities. 
G. L. 8. SHackiz 
London. 

















ANOTE ON THE CONCEPT OF “ DEGREE OF MONOPOLY ” 


THE equality of price and marginal cost as a criterion of 
perfect competition was established by Cournot. Recent 
theories of imperfect or monopolistic competition have made 
extensive use of the negative of this criterion. These theories 
consider the inequality of price and marginal cost (i.e., price 
higher than marginal cost) as an indication of imperfect 
competition. 

The possibility of a more precise use of this inequality was 
introduced by Mr. A. P. Lerner in his article on ‘‘ The Concept of 
Monopoly and the Measurement of Monopoly Power.” ? Mr. 
Lerner suggested the use of the ratio of the difference between 
price and marginal cost to price as a measure of the divergence of 
the economic system from the social optimum reached in perfect 


competition. This ratio, swt where P = price and C = 


marginal cost, he calls the “index of the degree of monopoly 
power.” 

A variant of the concept of the “‘ degree of monopoly power ” 
has also been introduced in business-cycle theory. Mr. R. F. 
Harrod, in his essay on “ The Trade Cycle,’ - developed the idea 
of a “‘ Law of Diminishing Elasticity of Demand.” He holds that 
in the slump the buying public becomes much more interested in 
bargains, thus increasing the elasticity of demand and diminishing 
the imperfection of the market. Such an increase in the elasticity 
of demand and decrease in the imperfection of the market would 
also tend to decrease the “ degree of monopoly.” 

Mr. Harrod holds that this law is an important stabilising 
factor in a downturn, tending to offset the contraction process, 
since, if generally valid, it would lead to a reduction in the margin 
of profit of business concerns, and thus induce a greater output 
than would otherwise occur. 

Mr. Harrod’s critics,5 however, have denied that any tendency 


Augustine Cournot, Mathematical Principles of the Theory of Wealth, 

Macmillan, New York, 1927, p. 90. 

* Review of Economic Studies, Vol. I, June 1934, pp. 157-75. 

* R. F. Harrod, The Trade Cycle, Oxford University Press, 1936. 

* Ibid., pp. 86-97. 

5 See Joan Robinson, review of R. F. Harrod, “‘ The Trade Cycle,”” Economic 
JourNAL, Vol. 46, December 1936, pp. 590-3. 
No. 202-3.—vo.. LI. T 
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for elasticity of demand to increase in the slump will necessarily 
lead to a decrease in the “ degree of monopoly.”’ They believe 
that forces such as formation of cartels, price-fixing agreements, 
etc., which are fostered by the slump and which increase the 
“‘ degree of monopoly,” more than offset the action of a “‘ Law of 
Diminishing Elasticity of Demand.” It will be clear that if the 
existence or non-existence of a stabilising factor in the cycle is the 
important point at issue, the vital question is the actual behaviour 
of profit margins. An analysis of this behaviour, especially if 
combined with a study of changes in the “ degree of monopoly 
power,” would be of great value in a study of the functioning of 
the economy. 

Mr. M. Kalecki, in his ‘‘ The Determinants of the Distribution 
of the National Income,” ! has attempted such an analysis. In 
this note, one purpose is to question the heuristic value of Mr. 
Kalecki’s formulations and analysis for a study of economic 
fluctuations. 

Mr. Kalecki begins his analysis by developing a measure of the 
** degree of monopoly power ” which can be statistically evaluated 
for the entire economy. His first step towards this measure is an 


acceptance of Mr. Lerner’s criterion : z P g as the “ index of the 





degree of monopoly power.” His use of this criterion, however, 
differs markedly from that envisaged by Mr. Lerner. Mr. Lerner 
stated that in order to measure the “ monopoly power ”’ of an 
industry (or of society as a whole) it would be necessary to treat 
each firm as a unit. To him the combination of the “ degree of 
monopoly ”’ in individual firms means little or nothing—it is the 
divergence among individual firms which is important.? Mr. 





Kalecki, however, after evaluating f= P g for each firm, sums the 


value thus obtained for the entire economy, without explicit 


justification of such an extension.® 
Mr. Kalecki’s next step is to simplify the expression for the 


1 Econometrica, Vol.-6, no. 2, April 1938, pp. 97-112, reprinted in his Hesays 
in the Theory of Economic Fluctuations, George Allen and Unwin, Ltd., London, 
1939. 2 Lerner, op. cit., p. 73. 

8 For sounder use of the Lerner criterion, see J. T. Dunlop, Quarterly Journal 
of Economics, August 1939. Mr. Dunlop restricts the use of the criterion to 
single industry and to a relatively short time period. This application is much 
closer to the original conception than is Mr, Kalecki’s. The time restriction 
also enables Mr. Dunlop to avoid the fallacies of Mr. Kalecki’s long-run analysis. 
In the short run, however, I believe that in spite of the restrictions used by 
Mr. Dunlop, his conclusions as to the changes in the degree of monopoly power 
in a trade cycle are incorrect. The argument urged against Mr. Kalecki later 
in the report also applies to Mr. Dunlop’s statistical derivations. 
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“ degree of monopoly power ” as applied to the economy so that it 
can be statistically evaluated.1 The assumptions necessary to 
this process of simplification include the assumption that, for 
the economy, marginal costs are equal to average variable costs 
with a high degree of approximation. Mr. Keynes? has quite 
rightly questioned the accuracy of, and need for, this assumption. 
We will show that, even granting the assumption, Mr. Kalecki’s 
analysis and conclusions are questionable. 

After the process of simplification Mr. Kalecki’s measure of 


the degree of monopoly becomes (yz) = ote where (2) 


is the average “ degree of monopoly,’”’ C = Capitalists’ Income, 
D = Depreciation, S = Salaries, and 7'= Gross Turnover. 
Stated in entrepreneural terms, it is the ratio of sales going to 
gross profit. ; 

Mr. Kalecki then tries to show how the “‘ degree of monopoly ” 
affects the distribution of national income. The algebraic mani- 
pulation upon which his argument rests is very simple. Gross 
national income, Y, is equal to the sum of Capitalists’ Income, C, 
Depreciation, D, Salaries, S, and Wages, W. Theshare the wage- 
earner obtains of the gross national income, therefore, is the 
complement of the ratio 

C+D+8 
Y 
From this we have the identity 
C+D+8 C+D+8 T 
Y a T a 


C+D+S8 
+r 





Now if 


is defined as the “‘ degree of monopoly power,” then it follows that 
the “ degree of monopoly ” along with the ratio of turnover 7’, 
to income Y, “ determines” the distribution of income. The 
reasonableness of the definitions can probably best be seen by an 
analysis of the conclusions which they yield. 

One of the most interesting of these conclusions is that ‘‘ both 
the elasticity of substitution between capital and labour and 
inventions are, contrary to the prevailing opinion, of no influence 
on the distribution of income.” ® 

Since Mr. Kalecki’s formulation is derived by a summation of 

1 Kalecki, op, cit., pp. 101-2. 

* “ Relative Movements of Real Wages and Output,” Economic JouRNAL, 


March 1939. 
* Kalecki, op. cit., p. 103. 
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© =; for individual firms, it should be as applicable to individual 
firms or industries as to the economy asa whole. Let us examine 


the behaviour of Mr. Kalecki’s measure of the “‘ degree of mono- 
poly” in two industries, one in which the capital is twice the annual 
sales, and the other in which the capital is half the annual sales, 
For the illustration Mr. Kalecki’s assumption that in both industries 
there is a condition of imperfect competition, and that for both 
marginal costs are equal to average variable costs, will be accepted. 
It will further be assumed that both industries are in equilibrium 
in the sense that there is no tendency for capital to flow either in 
or out of the industry and that both industries in this condition 
earn 6 per cent. on their invested capital. Table I indicates the 


results of such assumptions. 











TABLE I 
Firm in Industry A. | Firm in Industry B, 
Sales $10,000,000 $10,000,000 
Capital . . . . . $20,000,000 $5,000,000 
Capital Life . 10 years 10 years 
Normal or Equilibrium Earnings 6 per cent. 6 per cent. 
ro COrrnaliot Tae’ ° $2,000,000 $500,000 
Capitalist — ° ‘ $1,200,000 $300,000 
8 5 (Selaries) . . . $1,000,000 $1,000,000 
C+D+ % ° . . . $4,200,000 $1,800,000 
Unit Price . : ; ~ $100 $100 
Marginal Cost at Output of 
$10,000,000 . : : ° $58-00 $82-00 
porate. $0-42 $0-18 











It will be seen that in industry A, with a high ratio of capital to 
sales, the ‘‘ degree of monopoly power ” turns out to be 0-42, and 
in firm B, with the low ratio of capital to sales, the “ degree of 
monopoly power ” is 0-18. If industry B had the same “ degree 
of monopoly power ”’ as industry A, it would earn over 50 per 
cent. on its capital. This indicates the absurdity of Mr. Kalecki’s 
conclusion. Common sense tells us that the higher ratio of 


te wrt ej in industry A is due to conditions of substitutability 


of labour and capital and/or inventions which have created the 
capital structure in this industry. The defining of he di as 
a “degree of monopoly power ” in such a situation is entirely 
arbitrary, and the attaching of conclusions to the definition is 


highly questionable. 
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This would appear to dispose of Kalecki’s use of i se 
defined as the ‘‘ degree of monopoly power ”’ as a determinant in 
the long-run distribution of national income. As between two 
periods of time for the entire economy, as well as between two 
industries, the gross profit as a ratio of business income is the 
resultant of many forces, of which the degree of imperfection of the 
market is only one, and probably one of the least important. 

In the period of the business cycle, however, the “‘ degree of 
monopoly” might be a more important factor. In addition, 
limiting the time period would make it less likely for changes in 


capital structure to invalidate the use of changes in aoe as a 


measure of changes in the “ degree of monopoly power.” Limit- 
ing the analysis to an industry as did Mr. Dunlop ? is still better 
than measurement for the economy asa whole. Both Mr. Kalecki 
and Mr. Dunlop, starting out with the same definition for the 
“ degree of monopoly,”’ but by the use of somewhat different data, 
conclude that the “degree of monopoly ” increases in the de- 
pression. This conclusion is reached, as was Mr. Kalecki’s as to 
the effect of long-run changes, because of the definition of “‘ degree 
of monopoly power” used. If, however, the problem is 
approached from the point of view of the entrepreneur trying to 
make a profit in a period of declining national income, a different 
definition of “degree of monopoly power” is called for and 
different conclusions will be reached. The entrepreneur would 
prefer to talk about “control of the market ”’ rather than about 
“monopoly power,” and quite reasonably so, but this note will 
continue to use the customary although invidious term. 

From the standpoint of the entrepreneur, then, a change in the 
absolute unit rate of gross profit (P — C) is preferable as a measure 
of changes in “ degree of monopoly power ”’ to the use of the ratio 
of unit gross profit to price (=>5 ©) A constant (P — C) would 
mean no change in “monopoly power,” an increase a higher 
“degree of monopoly power,’’ and a decrease a decline in 
“monopoly power.” 

An increase in the unit rate of gross profit (P — C) may occur 
in a number of circumstances, but it can be taken, nevertheless, as 
indicating an increase in effective “monopoly power,” even if 
temporary. With a sharp drop in volume, given relatively fixed 
depreciation charges and sticky salaries, even a constant unit 


1 Dunlop, op. cit. 
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profit rate will mean a sharp decrease or disappearance of net 
profits, and if capital has been raised through fixed obligations, 
very possibly, bankruptcy. In these circumstances, therefore, 
the urge towards a higher unit rate of profit is powerful. A higher 
unit rate of profit, however, will tend to attract new capital which 
can adjust capital outlay to the volume of business available, 
If this new capital can be kept out by the existing firms in the 
industry, then the increase in ‘‘ monopoly power ”’ is very real, 
If, however, new firms do enter the business and eventually drive 
the unit rate of profit down, the temporary increase in the rate of 
profit still indicates an increase in the immediate application of 
monopoly power. It may have been potential monopoly power 
at the “ equilibrium ” rate—i.e., before the depression—but that 
power was not applied because of long-range considerations or 
because of a miscalculation. 

Now let us consider the situation of a declining unit rate of 
gross profit (P —C). Does this represent a decline in the 
“ degree of monopoly power,” as suggested above, or is it necessary 


for the ratio of the unit rate of profit to price (= p °) to fall also? 


From the point of view of the business man—in the short period— 
there is little question but that a decrease in the absolute unit rate 
of profit (P — C) would indicate a decline in his control of the 
market. He would probably characterise it as a period of “ cut- 
throat ” competition. 

This point of view does not seem unreasonable. The business 
man must pay interest, dividends, and salaries in dollars. Given 
a certain investment and fixed charges, the ratio of gross profit 


to sales (F3°) is much less important or meaningful than the 
dollars and cents netted on each unit sold. 
The calculation of unit profit as a ratio P P C would appear 


sound as measuring changes in “ the degree of monopoly ” if the 
cost of new investment declined in the same ratio as prime costs. 
If such a fall in investment cost occurred, a decline in the absolute 
unit rate of profit (P — C)—a fixed ratio—might be required to 
keep new capital from entering the industry. But in the short 
run how likely is investment cost to change in the same “on as 
prime costs ? 

The behaviour of “‘ monopoly power ”’ in a depression, using 
both Mr. Kalecki’s and the definition suggested in this note, can 
be illustrated by the use of an artificial example. Although set 
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up in terms of a single firm, the reasoning might apply equally 
to the entire economy. For simplification, following Mr. Kalecki, 
it is assumed that marginal costs are constant within the observed 
range of output. The position of the firm in prosperity is illus- 
trated in the first column of Table II with a gross volume of 
$10,000,000 and 100,000 units sold. Gross unit profit (P — C) is 


$25.00. Mr. Kalecki’s “ degree of monopoly,” C + : + S te 


0-25. The ratio of Turnover to Income, a is 2, and income is 


shared equally between wage-earners on the one hand and 
capitalists’ income, depreciation, and salaries on the other hand. 


TaBLeE II 


Inter-Relations of Gross Profit per Unit, Turnover, ‘‘ Degree of 
Monopoly,” etc., under Various Operating Conditions 








De- . Deomatee De- 
crease in unit crease in unit erat 
Conditions volume and raw | volume and wage vim, “len. | oma 
in material cost per | rates, no change in pee ihe fen a 
prosperity. unit, =one in | raw ae see pws » share 
Ta’ or gross | or 
Profit per unit. | unit, | % total income is 
Column I. Column II. Column ITI. Column IV. 
Units Sold 100,000 90,000 90,000 90,000 
Unit Price ° $100 $90 $95 $70 
Doilar Sales =T Sot $10,000,000 $8,100,000 $8,550,000 $6,300,000 
a Ww terial 
nite ‘ 100,000 90,000 90,000 90,000 
Baw Material Oost per 
Input Unit ° $50 $40 $50 $30 
of Labour Units . 100,000 90,000 90,000 90,000 
Cost per Input 
Unit . ° $25 $25 
Total Raw Material Cost $5,000,000 $3,600,000 $4,500,000 $2 000 
ae De $2,500,000 $2,250,000 $1,800,000 $1,800,000 
—. $2,500,000 $2,250,000 $2,250,000 $1,800,000 
+D+ e 
. Profit per Unit— ’ ’ i. , 92 7 7 7 
+D+ 
Zz t Unite ' . e $25 $25 $25 $20 
galt et 0-25 0-278 0-263 0-286 
Income Produced (= C + 
D AY 8 o amore ae fs! $5,000,000 $4,500,000 $4,050,000 $3,600,000 
come = 7° 2-0 18 21 1-75 
es ‘an of In- 
c+ots ote. dl ee 50% 55% 50% 

















Column 2 of Table II shows the effect of a 10 per cent. decline 
in units sold, a 20 per cent. decline in raw material prices, but with 
wage rates and the gross unit rate of profit (P — C) remaining the 
same. The decline in the ratio of turnover to income from 2 to 
18, however, raises the “‘ degree of monopoly power ” to 0-278. 
Total income declines by 10 per cent., and the share of wage- 
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earners remains constant. It is difficult to see the reasonablenegs 
of imputing an actual increase in the ‘‘ degree of monopoly power ” 
to an entrepreneur merely because his raw material prices decline, 
which saving is passed on to the customer unless, as noted above, 
the cost of investment has sharply dropped. One can agree with 
Mr. Kalecki that it may seem paradoxical for a change in the price 
of raw materials to affect the share wage-earners obtain of the 
national income,! but the paradox results from considering the 


ratio Sahl shd , a determining factor in the distribution of 


national income. 

Column 3 of Table II iilustrates what would happen with a 
shrinking unit volume and lower wage rates. If the unit rate of 
profit can be maintained the share of the wage-earners in the 
total income will decline (50 to 45 per cent. in the example). The 
“degree of monopoly ” increases from 0-25 to 0-263. Here we 
have a rather decided change in the distribution of income, 
although tue ‘“ degree of monopoly power ” increases relatively 
little. The decisive factor is, of course, the fact that the entre- 
preneur was able to maintain his profit margin (P — C) in the 
face of declining wage rates. 

The example in the final column has particular interest because 
of Mr. Kalecki’s attempt to explain the alleged stability in the 
distribution of national income on the basis of the behaviour of 
the “‘ degree of monopoly.” He believes * that in the depression 
raw materials tend to fall in price more than wages, and that the 
share of wage-earners in the national income does not materially 
change. The effect of this condition is illustrated in Column 4. 
C+D+S8., 

T 


The “ degree of monopoly ” as measured by increases 


from 0-25 to 0-286 with a 20 per cent. drop in wages and a 40 per 
cent. drop in raw material prices. The ratio of Turnover to 
Income decreases from 2-0 to 1-75, but the unit rate of profit 
(P — C) actually drops 20 per cent. This would represent a 
period of “ cut-throat competition.” It does not seem likely 
that a business man faced with so drastic a cut in the rate of unit 
profit together with a decline in volume would be pleased to know 
that his “‘ degree of monopoly ” had increased. 

All this goes to show that conclusions as to what happens to the 
“‘ degree of monopoly power ” in the depression depend on one’s 
use of definitions. It seems reasonable to think that the use of the 
absolute profit rate (P — C) goes more directly into the problems 


1 Kalecki, op. cit., p. 108. Kalecki, op. cit., p. 111. 
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of market control in the short run than does Mr. Kalecki’s ratio, 
P—C 

p 
the gross unit rate of profit did decline from 1929 to 1933 (it must 
have if the share of wage-earners in the national income was 
constant and wage rates declined). Using changes in (P — C) 
as measuring changes in “degree of monopoly power” would 
indicate a weakening of entrepreneural control of the market in 
that period. I believe this would agree with rational observations 
of the trend of business in those years (some industries, of course, 
may have been exceptions). 

From the point of view of trade-cycle theory, however, the 
problem is less complex. Whether the degree of monopoly by the 
definition ~ p 
the absolute unit rate of gross profit (P — C) declines, as apparently 
it does, this is a stabilising factor tending to raise output above 
that which would be forthcoming with the same variable costs 
and a higher rate of unit profit. Whether the tendency toward 
a lower unit rate of profit is caused by Mr. Harrod’s “ Law of 
Diminishing Elasticity of Demand ” is, of course, not proved. It 
is hoped, however, that this note may have cleared away some of 
the errors which have plagued a discussion of the problem. 

Roswet, H. WHITMAN 


An analysis of the relevant statistics would show that 
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A PROBLEM IN THE THEORY OF INDUSTRIAL 
LOCATION 


In an article in the Economic Journat of March 1929 
entitled “Stability in Competition” Professor Hotelling dis- 
cussed the general problems of duopoly in a market in which 
competition was imperfect because of the existence of transport 
costs.1_ As a part of his argument he took the hypothetical case 
where the buyers of a commodity were “ uniformly distributed 
along a line of length / which may be Main Street in a town or 
a transcontinental railroad. At distances a and 6 respectively 
from the two ends of this line are the places of business of A 
and B (Fig. 1). Each buyer transports his purchases home 


a A @ y Bs 





at a cost c per unit distance. Without effect upon the generality 
of our conclusions we shall suppose that the cost of production 
to A and B is zero, and that unit quantity of the commodity is 
consumed in each unit of length of line. The demand is thus 
at the extreme of inelasticity. No customer has any preference 
for either seller except on the ground of price plus transportation 
cost... .” 

In the course of the subsequent argument Professor Hotelling 
reached several paradoxical conclusions. Of these, the one to 
which I intend to confine myself is that, if one of the producers, 
A, has a fixed location, while the other, B, is free to locate himself 
wherever his profits will be maximised, B’s tendency will be to 
choose the side of A on which the greater part of the market 
lies, but, apart from that, to approach A as closely as possible. 


1 May I apologise in advance to Professor Hotelling if, as I suspect, that 
article no longer represents his views in the matters with which I shall be con- 
cerned. My excuse must be that any discussion of the problems of industrial 
location is likely to end with an inquiry whether one has taken full account of 
this article, and that even if Professor Hotelling has since modified his views, 
others still hold to them. It is a real difficulty that amongst one’s personal 
friends one knows, and makes allowance for, changes of mind. In the case of 
those with whom one’s contacts are less close it is, however, most difficult to 
know which of their writings they would now own and which disown. Might I 
suggest in parenthesis that it would be a great service if economists could be 

to publish from time to time some guide to their earlier writings 
indicating which they would now recognise and which they would prefer to 
revoke ? 
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A little reflection will, I think, show that this result proceeds 
from the very special case that Professor Hotelling has taken, 
and cannot be treated as the basis of a generalisation. The 
profits which B will make will depend on two things: first, 
the number of customers to whom he can sell; second, the 
price at which he can sell to them. In the special case which 
Professor Hotelling has taken, no increase of distance from his 
own end of the line will diminish the number of customers who 
will buy from B; no customer is deterred, that is, by the magni- 
tude of B’s delivered price. Thus, having regard solely to the 
number of customers that he can hope to serve, B has an incen- 
tive to move away from the end of the line, and approach as 
closely as possible to A. 

Now it is clear that if for Professor Hotelling’s assumption 
we substitute the alternative assumption, closer to the conditions 
of the real world, that any given customer on the line will offer 
only a maximum of r shillings per unit of product, then producer 
B will have no incentive to increase his distance from the end 
of the line, so soon as by doing so he loses a customer, unless by 
that increased distance he is enabled to charge a higher price 
than he could otherwise have done. But this can only happen 
if at the inner limit of his market his price policy is affected by 
the price policy of A. If the total length of the line is such 
that both A and B can secure the sales which will yield the 
highest monopoly profits to each without expanding their markets 
to the point where the two markets meet, B’s price policy can be 
independent of A’s price policy, and any movement of B in the 
direction of A will diminish sales at one end of his market as 
much as it increases it at the other. B will thus have no motive 
to move in either direction. Professor Hotelling’s case, that is, 
is a special case in the additional sense that he is concerned 
with the problem of the price policy of two firms in a market 
which is insufficient to maintain two firms. Any equilibrium in 
such a market must in the nature of things be precarious, for 
clearly the amalgamation of the two firms would increase their 
monopoly profits. 

A further limitation on the generality of the conclusions is 
set by Professor Hotelling’s assumption that costs of production 
are to be treated throughout as zero—a form of abstraction 
which, applied to problems of industrial structure and location, 


1 In the sense that where p is price at B’s factory, c cost of transport per 
unit of distance, and d is the distance of the customer from the factory, p + cd 
cannot be greater than r. 
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must be particularly suspect.1_ If instead of Professor Hotelling’s 
zero costs of production, falling costs were assumed, the con- 
dition that neither firm could possibly sell beyond the door of 
the other would disappear, and the competitive equilibrium would 
be at an end, since one firm would drive the other out of business.? 
Any generalisation from Professor Hotelling’s case must therefore 
be a matter of considerable care. 

Even if doubt can thus be thrown upon the general validity 
of results obtained by a study of the case which Professor Hotel- 
ling has examined, it is none the less interesting to consider 
how far, in the case he has taken, his results are satisfactory.* 

As B approaches A the number of customers served by B 
will increase. The approach to A will, however, have reper- 
cussions upon the price that B can charge. Thus, following 
Professor Hotelling, let us call A’s price p, and B’s price p,, 
the cost of transport per unit of distance c, the distance of A 
from the division between the two markets x and that of B from 
the same point y, and the distance of A’s place of manufacture 
from his end of the line a and that of B from his end 6b (see 
diagram, p. 270). Let us further suppose, again following Pro- 
fessor Hotelling, that neither A nor B discriminates, but each 
charges one uniform price at the works. Then B will maximise 
his profit, if p.(b + y) is at a maximum. 

But at the point of division between the markets of A and B, 


Py + c& = Py + cy 


Now if B is to serve any given total market b + y, the price 
that he can secure will be greater, given Professor Hotelling’s 


1 Has any economist ever satisfactorily defined what are and what are not 
legitimate or useful abstractions? To take two examples, in making an ele- 
mentary approach to the problem of ballistics, it seems to me both legitimate 
and useful to abstract in the first stage from the complications of air resistance. 
But in making an elementary approach to the problem of the flight of an aero- 
plane it would not be legitimate or useful to make a similar abstraction. The 
problem with which you are there seeking to deal is a problem in which the 
essentials are the resistance and lift which proceed from passage through the air. 
In much the same way the problems of industrial structure and location seem 
to me to be problems in the variation of costs and of proceeds with changes of 
structure and changes of location. To discuss these two problems as applied to 
a world in which proceeds are infinite and costs are zero I should hold to be as 
illegitimate and as useless as it would be to discuss the flight of an aeroplane in 
&@ vacuum. 

* Is it illegitimate to point out that even on Professor Hotelling’s assumptions 
B’s most profitable manoeuvre will be to build a plant on each side of A and 
drive A out of business ? 

8 May I acknowledge some considerable assistance from Mr. D. G. Cham- 
pernowne in the early stages of the development of the ensuing argument? For 
any subsequent errors he is not responsible. 
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assumptions, the greater is b and the less is y. For B’s delivered 
price at the point of division between the markets is given by 
A’s delivered price at the same point (p, + cz) and thus the 
greater is cy the less will be p,. B will therefore establish him- 
self at the point of division of the market and will charge the 
price permitted by his distance x from A. He will not, how- 
ever, so long as he assumes that A’s price will remain unchanged, 
seek to approach indefinitely close to A, for beyond a point such 
a course would reduce p, by more than it added to the size of his 
market. As B approaches A by one unit of distance, his receipts 
from additional sales increase’ by p,; on the other hand he is 
obliged to lower his price for all existing sales,? b, by an amount 
equal toc. Thus he will limit his approach to A 


or, since : Po = Py + cx 

where Pi + cx = be 

or a=b—f1 
c 


B, that is, will gain more from being widely separated from A, 
the greater is the market that he already serves, and the greater 
also is the cost of transport, and the greater therefore the possible 
increase of price, as the distance apart is increased. B will gain 
more from approaching closely towards A, if the possible increase 
of price through remoteness is small, and the gain from a numerical 
increase of customers is therefore relatively greater. 

It was argued above that B will aim to surrender the whole 
of the intervening market to A and raise his price by the whole 
of the amount thereby permitted. It might perhaps be sup- 
posed that A would similarly benefit by surrendering this inter- 
vening market, and that the two producers would thus be led to 
approach towards each other. A moment’s examination will 
show that this is not inevitably the case. Let us now withdraw 
the assumption that A maintains his price unchanged, and 
permit him to modify his price in the light of B’s price and 
position. 

A will seek to maximise p, (a+). As he extends his 
market by one unit of distance towards B, he will increase his 
receipts by p,; he will at the same time be obliged to reduce his 

1 On the assumption that marginal cost (m,) is zero; in a more generalised 
case p, — m, = be or w=b + "2— Ps, i.e., x is greater, the greater also is 


marginal cost relatively to transport cost. 
* His sales will be 6 + y, but it was shown above that he will seek to make 
¥ equal to zero. 
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price for each of the units (a + x) by an amount equal to ¢, 
Thus he will extend his market up to the point where p, = c(a+2), 


or where Pa =a+2. 


Now suppose that B had foreseen that he would do this, 
and had assumed that A’s price would not remain fixed, but 
would be adjusted so that his profits were maximised, after 
taking account of B’s own actions, then B would have sought to 
make 





2=b— 2 
c 


while assuming that p, will be varied so that 


. ae 
- a+2z 
In these circumstances he would make 
_b-a 
ere 





B’s approach to A, that is, will be closer the more equal in size 
their two special markets, and the more identical therefore are 
the price policies which will suit each of them. 

This conclusion, which corresponds closely with that of 
Professor Hotelling, will be modified if allowance is made for 
the two considerations from which Professor Hotelling has 
abstracted, cost of production and a limit to the price that 
will be paid by the consumer. 

To consider first the effects of cost of production, if this is 
not zero then the gain which will accrue to B from lowering his 
price and approaching nearer to A by one unit of distance will 
be, not p, — bc, but p, — m, — bc, where m, is the marginal 
cost of a unit of product to B. B’s approach to A will, that is, 
cease where p, — m, = bc or, following the same argument as 
before, and assuming that A’s price is unaffected, where 

a—b + Ms re Pi 
If, as before, B assumes that A will modify his price, so that, 
having regard to his own production costs, his profits are maxi- 
mised, B will approach A up to the point where 
— b= | m—m 
—. kf 
He will, that is, approach nearer if his marginal costs are lower 
than those of A; remain farther if his marginal costs are higher 
than those of A. 
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Finally it remains to see how these conclusions are modified 
by the withdrawal of the assumption that the price offered by 
each individual consumer has no upper limit. It is obvious 
that up to the point where the first customer is lost at the extremity 
of the line, this case is in no way different from that which has 
already been discussed, and need not be further examined; the 
difference arises where the first customer is lost. 

Let us suppose that, in this position, B moves 1 unit of 
distance towards A, and raises his price by c. If A’s price 
remains unchanged, B now loses 2 customers at the extremity 
of the line, while the limit of his market in the direction of A 
is unchanged. If without moving he had raised his price by c, 
and if again A had left his price unchanged, B would equally 
have lost 2 customers.? Thus, so long as he assumes that A 
will leave his price unchanged, he has no motive to move towards 
A. Similarly, if without raising his price, but making the same 
assumption about A, he moves one unit of distance towards A, 
he will lose one customer and gain one customer, and he thus 
also secures no gain by approaching A. 

B would have an incentive to move towards A only if, as 
the result of such movement, his’ market in the direction of A 
would be increased by more than the distance of such move- 
ment. This could happen only if he could assume that the 
effect. of his approach towards A would be to lead A to raise 
his price. But we have seen that B will reasonably assume that 
A will fix his price p,, so that p, — m, =c(a + 2). Anything, 
that is, which reduces z will, if marginal cost is constant, result 
in a reduction and not an increase in A’s price. Thus once 
again, B has no incentive to approach towards A. 

It has been the purpose of this note not to dispute the validity 
of the conclusion which Professor Hotelling reached, in so far as 
it applied to the particular case with which he was concerned, 
but rather to suggest that that case was in several important 
respects a very special and exceptional case. As a first approach 
to the problems of industrial location in general it was not, I 
would suggest, a very useful case to take, and the paradoxical 
results which have worried us would have disappeared if other, 
and more realistic, assumptions had been made. 

Austin RoBInson 
Sidney Sussex College, 
' Cambridge. 


? One as the result of raising the pee above the maximum, a second by 


ay. apd from the extremity of the line 
at the extremity of the line, and one to A. 














NEWSPAPER REVIEWERS, ECONOMICS AND 
MATHEMATICS 


Tr is a relief in the strain of war to think sometimes about 
trivialities. In this mood I have been pondering the way in 
which books about economics are reviewed in the popular Pregs, 
Since Messrs. Macmillan are accustomed to send to their authors 
copies of review notices, my reflections are based on personal 
as well as on general experience. Possibly they may afford to 
my economic colleagues a few minutes of entertainment. 

Editors of newspapers are in a difficulty. Competent econo- 
mists are even yet not numerous, and few of them have time or 
inclination for journalism. So recourse must be had to ordinary 
hack reviewers, persons of “ good general education ”’ who have 
won their spurs by distinguishing for their readers good detective 
stories from bad. When an economic book is written by an author 
who is not only an economist but also a well-known public figure, 
editors do, indeed, sometimes seek out an economist not belonging 
to their staff to review it. When, for example, Mr. Keynes’ 
General Theory appeared several of them tried their blandish- 
ments even on so unpromising a subject as myself! Some- 
times, even without this special effort they have a piece of luck. 
The late Professor Foxwell told me once of a club acquaintance 
who showed unexpected interest in a recently published economic 
work and pumped him about it vigorously. A little later he 
received from this acquaintance the current number of a weekly 
journal in which his opinions had—for five guineas—been faith- 
fully reproduced; he did not receive the five guineas! But good 
fortune like that does not often come to editors or their reviewers ! 

There are, of course, some economic books on which a man of 
*“ good general education ” is well fitted—better fitted, indeed, 
than an economist—to pass judgment. These are books ex- 
pressly written to expound to the general reader the broad 
outlines of some economic topic. Books of this class may be 
extremely useful. Physicists from Einstein downwards have 
written such books about their subject in a way that to many 
of us is fascinating. We are not, indeed, foolish enough to believe 
that, after reading them, we really understand physical science, . 
but we do get a general idea of what it is all about, and are, 
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consequently, less uneducated than we should be otherwise. 
Books of this type, if they are written by qualified persons, the 
ordinary reviewer may safely regard as sound or, at all events, 
as embodying views respected among experts—except, indeed, 
when an author who is an authority on one subject wanders off, 
as Sir James Jeans is apt to do, into another subject, e.g. philo- 
sophy, about which he knows nothing. All that the reviewer 
has to decide is whether such books are understandable by people 
like himself and are written in an interesting way. This he is 
qualified to do. For example, when Professor G. H. Hardy’s 
Apology for Mathematics came out, Mr. Desmond McCarthy 
wrote a notice of it in the Sunday Times. The fact that Mr. 
McCarthy is not a mathematician was no handicap at all. Pro- 
fessor Hardy on this occasion was not writing mathematics, but 
giving a delightful talk about mathematics to the non-mathe- 
matical world. Nobody could have been more fitted than Mr. 
McCarthy to propose a vote of thanks. Would that books on 
economics for non-economists were as good as An Apology for 


| Mathematics! Then they might deserve to, and perhaps would, 


fall into the hands of critics as able as Mr. McCarthy. 

The two other principal types of economic book are the solid 
text-book, designed, for example, for the use of University 
students, but not attempting itself to make any contribution to 
the subject, and the real book which does attempt to do this, 
The former type can best be judged by those who use them for 
teaching or learning; the latter can only be judged by experts. 
On neither type can the person of “ good general education ” 
who reviews books for newspapers have anything of value to 
say. In many cases he recognises this fact, transcribes some 
sentences from the preface and the conclusion, and, if he is 
virtuous, summarises the chapter headings. A cheap way of 
getting (and selling) a review copy of perhaps an expensive book ! 
But, after all, pace Tallyrand, “‘ a man must live,’ and no haria 
isdone. But in other cases our person of ‘“‘ good general educa- 
tion” does not recognise his limitations and act on them in this 
way. Then the comedy—for it is a comedy, though an exasperat- 
ing one—begins. 

A fundamental principle with these persons is that books on 
economics must not contain what they imagine to be “ higher 
mathematics.”’ For some reason, which I have not fathomed, 
étlementary diagrams are, indeed, occasionally allowed to pass, 
but to an x or y, still more to an F or ¢, no mercy may be shown. 


Now, the view that mathematics ought to be used sohiy 
No. 202-3.—voL. LI. 
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in economics is thoroughly respectable. There is behind it no 
less an authority than Marshall. He was emphatic that an 
economist’s ultimate concern is the real, not any imaginary, 
world. But, he argued, the real world in its economic aspect 
is so complex that to represent it adequately in mathematica] 
terms is impracticable. Any mathematical treatment we can 
reasonably attempt must, necessarily, deal only with highly 
simplified artificial models. His fear was that we may develop 
such an affection for these models as to forget that they are only 
models, and bad ones at that; that we may be led to neglect 
important aspects of reality which cannot be worked into them; 
and so may get our whole picture of actual economic life distorted 
and wrongly proportioned. This is a real danger. To spend 
our lives playing with mathematical toys is not the proper 
business of economists. But there is something to say on the 
other side. The very complexity of the real economic world 
makes an attack on it in its concrete actuality extraordinarily 
difficult. By constructing models in which a comparatively 
small number of dominant influences only are present we may get 
to understand the working of these influences, whereas, if we were 
forbidden to isolate them in thought, this might well prove 
impossible. Moreover, when we operate with these models we 
know exactly what it is to which any conclusions reached are 
applicable. The assumptions made are explicit. But in attempts 
to investigate the real world directly we are almost bound from 
time to time to introduce implicit assumptions of whose existence 
we are only half conscious. We are thus liable to reach con- 
clusions which appear to be of general application, but are in 
fact restricted much more narrowly than we suppose. Do not 
these considerations warrant us, at all events when we are trying 
to break new ground, in using artificially simplified models? 
We must, indeed, when engaged in this type of investigation, 
remember always that it is a second-rate affair, prolegomena 
to economics, not economics itself, the ballistics of an imaginary 
vacuum, not real ballistics. But, if we remember this, we are 
safeguarded against the danger Marshall feared and stand outside 
his censure. : 

Once admit, however, the propriety of analysis by way of 
simplified models, and the main case against mathematical 
treatment collapses. For with these models perfectly precise 
assumptions are set up, and these may well be such that to 
determine their implications is a mathematical problem. In 
such a case to deny ourselves the use of mathematical machinery 
would obviously be ridiculous. 
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It may still be argued, indeed, that, while we may properly 
use mathematics in our work whenever they can help us, in 
preparing that work for publication we should conceal the 
mathematics, translate them into ordinary language, and present 
our skeleton clothed in a garment of words. This was Marshall’s 
own practice: he was greatly anxious not to frighten away 
from economics intelligent persons without technical training. 
Obviously there is much to be said for that point of view. It 
fully justifies the conclusion that a number of authoritative 
books on economic subjects—not merely popular books—ought 
to be available in which symbols are not used. But here again 
there is something further to be said. To wrap up arguments 
which are essentially mathematical in such a way as to conceal 
their true character is extremely cumbersome, greatly swelling 
up the size of books. Moreover, expert readers are put to un- 
necessary trouble in unwrapping the arguments; for it is often 
impossible to test their validity or even fully to understand them 
until they have been reduced again to symbolic form. Con- 
versation is fostered and knowledge advanced if Hindus are 
allowed to talk to one another in Hindustani, instead of being 
obliged, in the interest of listening Englishmen—who, after all, 
need not listen—to translate their thoughts into another language. 
Ought not some economists sometimes to have the privilege of 
these Hindus ? 

But, alas, I have wandered from my theme. For it is not 
on these levels that the newspaper reviewer’s thought moves. 
For him the case against the use of mathematics is quite different. 
He has two reasons. The first is: “‘ You can’t get anything out 
of equations except what you put into them: therefore to use 
mathematics in economic analysis must be futile!” By parity 
of reasoning, since, as Russell and Whitehead have shown, the 
great mass of pure mathematics is implied in a small number of 
elementary propositions, to do mathematics at all—to discover 
what the implications are—must be futile! It is startling to 
realise the depths to which persons of “ good general education ” 
can sometimes descend ! The second reason—lI have a journalistic 
specimen of it in my hand—condemns the use of mathematics 
because they veil arguments “in a mist,” the removal of which 
would make things clear! Now, of course, if a person who wants 
to say that twice two is four were to express his meaning in the 
form 2x ++ 24 = 4x, he would be behaving in a tiresome and 
childish way. But writers who know their business do not do 
things like this. Moreover, even if they did, there would be no 
mist or lack of clarity. Indeed, one of the great advantages of 
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the use of symbols is that with them we cannot, as in language 
we so easily may, be ambiguous ! 

But the newspaper reviewer’s notion that professional books 
on economics ought not to contain “higher mathematics ” ig 
only a particular example of a more far-reaching notion, namely 
that these books, unlike professional books on physics and 
chemistry, which he would admit cannot be appreciated without 
some specialised training, ought to be comprehensible to him! 
If they are not, they are bad books. That is the criterion, 
Recently, as it so happened, an editor gave out to the same re- 
viewer an excellent popular work about money intended for the 
general reader and a very difficult professional book. The re- 
viewer did not realise that the two books were different in character 
and purpose. Finding that he was able to follow the elementary 
analysis contained in the first, he very properly—for the whole 
purpose of the book was that he and such as he should be able 
to follow it—praised it highly. To the other book he applied 
the same criterion and, no less properly, condemned it. Imagine 
anybody bringing together and treating in that way The In- 
telligent Woman’s Guide to Science, should such a book ever be 
written, and a professional book on theoretical physics! For 
effective reviewing of serious Chinese literature some acquaintance 
with the Chinese language is necessary. Newspaper editors 
understand this—and do not review serious Chinese literature. 
Some day perhaps a like compliment will be extended to serious 


works on economics ! 
A. C. Praov 


Cambridge. 





PROFESSOR HAYEK’S PURE THEORY OF 
CAPITAL 


ProFessor Hayek has long been identified with the school 
of thought which has developed the theory of capital on the lines 
indicated by Jevons and Béhm-Bawerk, but hitherto he has 
never put forward his views in a systematic treatise. Ten years 
ago his Prices and Production covered much of the ground, but 
the theory of capital was subordinated to the principal theme, 
industrial fluctuations. Since then from time to time he has 
embarked on controversies arising out of the theory. Now he 
has gathered his trains of reasoning together in a volume specifically 
devoted to the pure theory of capital. 

The introductory part of the work gives us a preliminary 
survey of the subject, including some definitions. Professor 
Hayek has thrown over the definition of capital as the produced 
means of production, and defines it as “non-permanent ”’ re- 
sources. The “‘ permanent ’”’ resources which he excludes com- 
prise the indestructible powers of the soil (but not wasting assets 
such as minerals), human labour, and also any appliances, struc- 
tures or improvements the usefulness of which may be expected 
to last indefinitely into the future. He does not postulate the 
existence of any economic object with a literally infinite life. 
“What matters,” he explains, “is not permanency in any 
absolute sense, but the opinion of the economic subject as to 
whether resources at his command will last through the period 
in which he is interested (be it his lifetime or a longer period) ” 
(pp. 51-2). 

The distinction between permanent and non-permanent 
resources is merely that the former, in the view of the economic 
subject, do not need a depreciation allowance, whether because 
they are so long-lived that the appropriate allowance would be 
negligible, or because their future usefulness cannot be sacrificed 
to an application in the present. Surely not a defensible line of 
demarcation! A depreciation allowance is required in all cases 
without exception, and, if the ‘‘ economic subject ’’ neglects to 
reckon it, that is not very relevant to the definition of capital. 
Even when an object is appreciating in value, the appreciation 

: ent Theory of Capital. By Friedrich A. Hayek. (London: Macmillan. 
. Pp. xxxi + 449. 2le.) 
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is properly regarded as a source of income out of which the 
depreciation allowance is met. 

Is there not here a concession (and a quite unnecessary one) 
to one of Professor Knight’s criticisms? Professor Knight has 
objected that the calculation of the period of production breaks 
down if the life of any instrument used is infinite. Economists 
fling about the concept “infinite” much too readily. Nothing 
in human life is infinite. To suppose the life of an economic 
object to be infinite is to suppose that it will outlast the human 
race. Even mathematicians deal with infinity (at any rate in 
algebra) as a limiting case of an increasing magnitude, and, in 
calculating the period of production, the case of an instrument 
of indefinitely long life can be quite satisfactorily disposed of by 
that method of approach. The contribution of the first cost of 
any instrument to the cost of each unit of its product takes the 
form (apart from interest) of an apportioned part of depreciation. 
As depreciation is inversely proportional to the life of the instru- 
ment, the indefinitely long life cancels out, in computing the period 
of production, against an indefinitely small contribution to cost. 
It is the cost that is uncertain, when the life cannot be reliably 
estimated, not the period of production. 

Whether Professor Hayek’s definition of capital has been 
influenced by Professor Knight’s criticism or not, the result is 
certainly unfortunate. It is the height of paradox to- say that 
the man who instals an appliance which he believes to be so 
permanent as to need no depreciation allowance, in place of a 
similar but more ephemeral one, is using less capital. 

And Professor Hayek in his subsequent reasoning wisely 
disregards his definition. If he had had to take account of the 
production not only of consumption goods and capital goods, 
but also of a third category of products, permanent means of 
production, his analysis of input and output would have become 
inextricably complicated. 

In order to make his distinction of permanent and non- 
permanent the sole criterion of “‘ capital,” Professor Hayek 
has to argue that the economic subject’s “‘ own person may be 
regarded as a permanent resource, if he is not interested in what 
will happen after his death ” (p. 52). This is a slender foundation 
for the assumption thereafter always made that labour is 4 
“permanent ” resource. We have, indeed, to suppose that the 
economic subject is disinterested not only in what will happen 
after his death, but even in his own livelihood when he is past 


work. 
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Here also it looks as if Professor Knight’s insidious criticisms 
had been preying upon Professor Hayek’s mind. Professor 
Knight has argued that human labour is a produced means of 
production, and that the distinction between it and capital 
is not a tenable one. Has Professor Hayek been manceuvred 
out of a better hole into a worse? He himself is not very well 
satisfied with it (p. 303). 

In Part II, the subject of which is Investment in a Simple 
Economy, we are introduced to the input function and the output 
function. The output function expresses “the distribution in 
time of the product of a moment’s input,” or “the range of 
different periods for which we have to wait for the different 
units of output which are due to a moment’s input” (p. 103). 
The input function, on the other hand, expresses “‘ the range of 
periods for which we have to wait for the products of different 
units of input of equal size.”” Both functions exhibit the invest- 
ment periods of a moment’s input, but they differ in that the 
output function takes equal amounts of input, and the input 
function equal amounts of output, for units of reference. If 
the output function shows that a proportion, f(t), of the input, 
a, at zero time, has not yet reached fruition at time ¢, the input 
function requires us to calculate the output, b, attributable to 
the input, a, and the proportion, g(¢), of b which has not yet been 
completed at time ¢. It is clear that bg(t) is the output of pre- 
cisely the same units that compose af(t), and that bg(t) exceeds 
af(t) by the gain derived from waiting. At zero time none of 
the input has reached fruition, f(o) and g(o) are both unity, and 
b comprises the whole future output. At any subsequent time, 
t, the proportion, g(t), of output which has not yet been completed, 
being composed of the units of output which will have gained 
most from waiting, will be larger than the corresponding pro- 
portion, f(t), of input which has not yet reached fruition. 

In the equilibrium conditions of the pure theory of capital 
the gain from waiting is simply compound interest on input. 

Professor Hayek describes the output function as “ one of 
the most fundamental magnitudes that are necessary for de- 
scribing the capitalistic process of production.” The output 
function is, I think, to be understood as the revised form of the 
“stages” of production which figured so prominently in his 
Prices and Production. By stages he would have liked to mean 
the “separate operations which in the modern organisation of 
society will be performed by different firms,” but, if we take that 
interpretation, ‘‘ we must not expect any strict proportionality 
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between the time a process will take, and the number of stages 
into which it will be divided ” (pp. 73-4). 

“‘ In this sense . . . the concept of a ‘stage’ of production 
is of little theoretical interest,” and therefore in the pure theory 
of capital the term is to be used “ for a grouping of the various 
kinds of capital goods according to their remoteness from ultimate 
consumption ” (p. 79). Stages become a matter merely of time, 
and the output curve shows on one side the part, f(t), of the input 
of any moment that belongs to stages more remote than ¢ from 
ultimate consumption, and on the other the residue, 1 — f(t), that 
belongs to nearer stages. 

If input consisted solely in applying a succession of processes 
to an identifiable mass of material, and the product of each 
process formed the material of the next, this time analysis would 
not differ much from a stage analysis. But, as Professor Hayek 
points out, “the stream of operations leading up to a given 
product will as a rule split up into many branches and sub- 
branches, and it may be that, long before the first move is made 
to produce the actual material from which the product is to be 
made, work is being taken in hand to provide some auxiliary 
material or tool which will be needed later to convert the raw 
material into the final product. At each stage of the process 
from the raw material to the finished product, the main stream 
will be joined by tributaries which in some cases may already 
have run through a much longer course than the main stream 
itself ’’ (p. 75). 

The cost of a unit of product includes a share in the first 
cost of every instrument that has contributed to it, a share 
which in magnitude is reckoned as an appropriate part of the 
current depreciation allowance, and in time is projected back 
by an interval which may be assumed to be half the ultimate 
life of the instrument. 

Attributable to each process there are dotted about over 
past time fragments of the input costs of the group of instru- 
ments employed in it, and the input costs of each instrument 
similarly include fragments of the input costs of the instruments 
used in producing it. It would be difficult to distinguish among 
these fragments any arrangement that could with any plausibility 
be compared to “ stages.”’ 

Professor Hayek no longer identifies, as in Prices and Pro- 
duction, the marginal unit of capital with the earliest stage 
(though traces of this view remain—pp. 290 and 378-86). He 
now recognises that a marginal change will be “shared out 
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among investments of different lengths, but all bringing the same 
maximum rate of return,’ and he quotes Béhm-Bawerk to the 
effect that “‘ investments would have to be spread along contour 
jines corresponding to lower and lower rates of return as the 
amounts available for investment increased ” (p. 257). 

The “ price differences,” on which the theory of interest in 
that work was founded, are now identified with profits. The rate 
of interest is “‘a ratio between the prices of the factors of pro- 
duction and the expected prices of their products, which stands 
jn a certain relationship to the time interval between the purchase 
of the factors and the sale of the product.” The former price 
difference theory did not deserve to survive, but surely to exchange 
it for this confusion of interest with profit is no gain. 

Professor Hayek defends his new position on the ground 
that ‘“‘the term ‘rate of profit’ is now generally reserved for 
such ‘abnormal’ differences as will arise only under dynamic 
conditions,” apparently assuming that there is no ‘ normal’ 
profit at all interposing between interest and the price differences. 
Economists have been too apt, especially in the classical period, 
to identify profit and interest in this way, because the trader 
who receives the profits of an enterprise is at the same time the 
owner of its material equipment. The single price difference 
provides both interest on capital and the remuneration of enter- 
prise. If a part of his capital has been raised with borrowed 
money, and he pays on it a rate of interest much less than the 
yield per cent. on his capital, it is argued that the difference is 
merely compensation for the risk of loss. 

But that would mean that the remuneration of enterprise 
(apart from ‘‘ abnormal ”’ price differences) is nii. Great as are 
the complexities of any systematic theory of profit, this at any 
rate is an untenable position. Interest on capital is part of 
costs; so is compensation for risk. Profit is what is left after 
deducting all costs, including interest and compensation for risk, 
from selling price. 

From the input and output functions Professor Hayek passes 
to the productivity of investment, and in particular to the 
principle that the rate of interest is equal to the marginal pro- 
ductivity of capital. Here he takes the very unfortunate line 
of attempting to define productivity in terms of final output. 
Marginal productivity he defines as “the ratio of increase of 
output from a particular unit of input due to an extension of 
the investment period of that unit of input and expressed as a 
time rate ’’ (p. 179). 
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That presupposes that a hypothetical variation of the invest- 
ment period of the unit of input can be linked with a resulting 
variation in the output. But it is only in certain quite exceptional 
cases that it is possible to vary one constituent of the productive 
resources of an enterprise in isolation from the rest, and to cause 
a corresponding variation in the output. One of these excep- 
tional cases (which Professor Hayek mentions—pp. 151 and 18}) 
is the growth of timber left to itself for an additional year. Another 
would be an appliance introduced into a productive concern to 
reduce waste, and so to increase the effective output without 
modifying any other part of the productive organisation. But, 
apart from such special cases, that is not possible. In general 
all the different instruments used in a productive concern are 
employed on a succession of processes, each of which contributes 
to the final output, and the contribution of each must be just 
what is required for the final output, no more and no less. The 
outturn of any process cannot be varied independently of the rest, 
for, if it were, its contribution would merely become excessive 
or deficient. In this, which is the predominant type of pro- 
ductive organisation, a variation in the final output involves 
a proportional variation in all processes; the variation required 
to arrive at marginal yield cannot be in the outturn of any pro- 
cess; it must be in the manner of performing the process. The 
process can be performed by more labour and less plant, or by 
less labour and more plant, by more input and less waiting or by 
less input and more waiting. Interest enters into the comparison 
as a cost. The yield of any appliance that may be introduced 
into the system in place of a certain amount of labour is the excess 
of its labour-saving capacity over its cost of maintenance and 
depreciation. It is the yield in this sense of the marginal instru- 
ment, the instrument which it is just worth while to use, that is 
equal to the rate of interest. 

Yield then means net cost-saving capacity, and this applies 
just as much to the exceptional cases where yield can be com- 
puted in terms of final output. For the increase in final output 
in those cases is associated with a decrease of cost per unit, s0 
that the yield can equally well be computed in terms of cost- 
saving capacity in these cases also. 

Thus the calculation of marginal yield by reference to cost- 
saving capacity has a generality which the calculation by reference 
to output lacks; the former covers the whole ground, and the 
latter only a very small part of it. 

On the other hand, if we turn from the standpoint of the 
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individual trader to that of the entire community, we find that 
any installation of labour-saving instruments releases labour 
to increase output as a whole. In that sense we may regard the 
additional capital as yielding additional output. 

Professor Hayek works out the analysis of Investment in a 
Simple Economy, which forms the subject of his Second Part, on 
the assumption that all is directed by the single will of an economic 
dictator. But if it be asked how an economic dictator obtains 
a bigger output from a given input by more waiting, the answer 
must be that he obtains it by introducing labour-saving ap- 
pliances and employing the labour released on additional produc- 
tion. It is in the selection of the labour-saving appliances that 
he encounters the problem of finding the marginal instrument. 
The released labour will be equipped with instrumental capital 
on the same scale as the rest of the labour of the community, 
and there will be nothing “ marginal” about it. The dictator’s 
problem, not less than that of the individual trader in a com- 
petitive community, is one of alternative costs. 

The individual trader, when he plans a new enterprise or an 
extension, is free to vary his intended output, and he may quite 
possibly be led to plan a bigger output when he can see his way to 
producing at diminished costs. But that could only be if he had 
some substantial advantage over his competitors, such as a new 
invention or an improved organisation might confer, and this 
could not possibly be obtained from the adoption of a marginal 
instrument which, being marginal, it is only just worth while 
to use. In general the productive capacity which a trader 
plans for a new enterprise is dictated by his prospective selling 
power and his capital resources, and his endeavour is to produce 
the given output at the lowest practicable cost. 

Professor Hayek is very insistent that capital cannot (except 
in a very limited sense) ‘“‘ be treated as a homogeneous ‘ fund,’ 
an ‘amount of waiting’ or as a given quantity of ‘ capital dis- 
posal ’ or of ‘ pure capital’ in the abstract ” (p. 93). He rejects 
both the capital ‘fund’ of Professor Knight (p. 94) and the 
average period of production by which Jevons and Béhm-Bawerk 
measured the supply of capital (pp. 140-1). To him the supply 
of capital is measurable only in terms of its income-yielding 
capacity. ‘The data on the technical side which we require 
are not simply the quantity of some homogeneous substance, 
some given ‘fund’ of capital, but a complete enumeration of 
all the different income streams which can be obtained from given 
Tesources. In other words, the only technical data are the 
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quantities of a great variety of different resources, with ful] 
information as to how they can be used, the quantities of the 
product which can be derived from different ways of using them 
and the dates at which the product will be obtained ” (p. 148), 

There are undoubtedly difficulties in the way of arriving at 
a measurable aggregate of capital. Even when an aggregate 
of wealth is composed of marketable goods, its measurement 
gives rise to anomalies and paradoxes as soon as price changes 
have to be allowed for. And a great part of the supply of capital 
consists of installations of instrumental goods, adapted to the 
purposes of particular enterprises, and not marketable except 
as forming the equipment of going concerns. Their value 
estimated on that basis is affected by the fortunes, good or bad, 
of the enterprises to which they belong. It is in fact inseparable 
from the capitalised profits or goodwill of these enterprises, and 
does not afford a basis for the valuation of the equipment as an 
aggregate of material wealth. 

The idea of capital as a “ fund ” is derived from the practice 
adopted in compiling balance sheets (p. 298). If a fund is an 
agency for receiving money, applying it to prescribed purposes, 
and accounting for its application, the capital account of a trad- 
ing enterprise seems to be a fair example of a fund. When we 
call the aggregate of all such capital accounts one fund, we are 
passing into the realms ofanalogy. But the analogy is a significant 
one. An essential feature of the capital account of a business is 
the accumulation of a depreciation fund to meet the cost of 
necessary replacements. That is indispensable to maintain the 
business as a going concern. Professor Hayek’s interpretation 
of “ maintaining capital intact’ to mean maintaining a constant 
income from capital is quite untenable. Income is derived not 
from the instruments used but from the enterprise as a whole. 
That income is sure to be fluctuating, but the due replacement 
of the instruments is necessary to enable the enterprise to yield 
any income at all. 

Replacement being thus indispensable, the depreciation 
allowance is an essential constituent of costs. Depending as 
it does on the life of the instrument, and having to be estimated 
beforehand, a depreciation allowance is beset with uncertainty; 
unforeseen contingencies may give rise to big errors, falsifying 
all previous calculations and calling for retrospective corrections. 
That is an unavoidable consequence of erring humanity having 
to plan many years ahead, and the liability to error does not 
deprive the calculation of significance. An account showing 
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material equipment at first cost, and the accumulated depreciation 
held against it, does indicate the capital position of the community, 
though even when errors of foresight are eliminated, it may still 
need correction for changes in the value of money. 

The period of production may be regarded as a device for 
measuring the amount of capital without reference to money. 
Money does intrude at one point, in that input can only be 
aggregated if it is priced in terms of a unit of value. That 
applies to all aggregates of wealth, but Professor Hayek is so 
impressed by the difficulties inherent in the process that he limits 
the analysis of his Part II to the case of an output’ consisting 
“either of constant quantities of one homogeneous commodity 
or at least of constant proportions of various commodities so 
that it can be measured in physical units.” 

It is only in virtue of this hypothesis that the input function 
and the output function do not depend on a priceindex. “If... 
different kinds of input are used in the same process, ... a 
single input curve cannot be drawn in physical terms at all; 
and it can only be drawn in terms of value if we assume given 
relative values for the different kinds of input” (p. 124). Each 
item composing the input will have its separate input function. 
And in Part ITI, where the hypothesis of homogeneity is dropped, 
all mention of this ‘‘ fundamental magnitude,” the output func- 
tion, is also dropped (except for a passing reference to input 
functions—p. 280), and its place seems to be taken by the “ stages,” 
which do not necessarily require input to be measurable. 

But whatever may be the significance of this substitution 
of stages for the output function, Professor Hayek fails to carry 
through his analysis without assuming over and over again the 
measurability of capital or of input as aggregates. If in this 
Part he wants to assume that there is only one sort of input, he 
introduces that condition explicitly (p. 288). 

His conclusion that ‘‘ the rate of return on investment as 
determined by the price relationships between capital goods and 
consumers’ goods is prior to and in principle independent of the 
interest on money loans” presupposes that investment (which 
he identifies with input) can be aggregated. Indeed the mere 
existence of a “real” rate of interest determined competitively 
requires that the relative values of all the objects of capital 
outlay and of the commodities to the production of which they 
contribute can be expressed in terms of a common unit. 

If the cost of any product be analysed into its ultimate con- 
stituents, all materials and intermediate products being reduced 
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to original factors and interest, its value will be composed of 
input cost (including profit), plus interest. The period of produc- 
tion in years is equal to the total amount included for interest 
divided by a year’s interest on the input cost at the average 
rate. 

Professor Hayek has in several respects forsaken the tenets 
of Jevons and Béhm-Bawerk, and perhaps his rejection of the 
notion of an average period of production is the most remarkable 
of his points of divergence from them. It may be traced to the 
stress he lays on the varying degrees of adaptability of different 
kinds of input and of intermediate products. He contrasts the 
** versatility ’’ of some, which can be readily adapted to be used 
in new processes, with the “ specificness ” of others, which can 
only be used for the purposes for which they were originally 
intended. , 

In Part III of his book, when he discards the abstractions of 
Part II, he starts each section of his analysis by assuming a 
discontinuity in the economic structure. It is such discontinuities 
that bring the distinction between versatility and specificness 
into prominence, for they may demand a sudden adaptation, or 
may throw specific means of production out of use. 

When Jevons and Béhm-Bawerk were content with a simple 
analysis in terms of the period of production, they were neglecting 
the problem of specificness. But possibly Professor Hayek is 
going a little too far in treating the discontinuities as the primary 
theme of analysis, and leaving the adaptation of the capital 
structure by continuous growth very much on one side. The 
adaptability of productive equipment to purposes differing more 
or less from those for which it was designed is a very subsidiary 
part of the theory of capital. The loss of value arising from 
inadaptability is somewhat more important, especially in relation 
to the very fundamental subject of depreciation. But even here 
the assumption of discontinuities somewhat distorts the 
perspective. 

It is only in Part IV that Professor Hayek discards the 
artificial abstractions of a “real” or non-monetary economy. 
Unfortunately the intrusion of the war and its preoccupations 
prevented him from fully developing this Part. As it stands it 
by no means fills the gaps. It does not work out systematically 
all the consequences of people’s motives being reckoned in terms 
of money instead of in terms of “ consumable goods,” “ non- 
permanent resources,” and such. 
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The Economic History of Steel-making, 1867-1939. A Study in 
Competition. By D. L. Burn. (Cambridge: University 
Press. 1940. Pp. x + 548. 27s. 6d.) 

Tue development of the iron and steel industry before the 
coming of the steel age has been admirably described by many 
economic historians; but although the changes in that industry 
which have occurred during the last seventy years have been of 
great significance for an understanding of recent British industrial 
history as a whole, they have hitherto received inadequate treat- 
ment. Mr. Burn has now filled the gap, and his book will certainly 
be regarded as the standard work on the economic history of this 
industry in the later period. Mr. Burn’s success is dependent, in 
part, upon his thorough knowledge of technique; for such know- 
ledge, though rare among economists, is essential for dealing 
effectively with an industry in which technical changes have 
exercised a profound influence upon structure and upon the rela- 
tive importance of the different producing areas. 

In the middle sixties, in spite of some indications of difficulties 
ahead, the British iron and steel industry was far in advance of all 
others in output and in international trade, and the prosperity 
of the early seventies seemed to refute the prophets of an 
approaching decline. From then onwards it is a story of how 
supremacy was wrested from the British producers and, when 
the twenties are reached, of stagnation. Mr. Burn shows us 
these British steel-makers, faced with fundamental technical 
changes, and struggling with far less success than their rivals to 
effect the great structural adaptations which were needed. In deal- 
ing with the misfortunes of this industry, many economists have 
been inclined to regard them as the inevitable result of the 
comparative advantages enjoyed by the Continental and Ameri- 
tan producers in the mass production of steel, and they have 
usually drawn the conclusion that the future of the British indus- 
try must necessarily lie in the production of specialities rather 
than of bulk steel. Mr. Burn, however, is not content to accept 
what has in fact happened as inevitable or “natural.” He 
probes deeply into the causes of the difficulties of the British 
producers, and he leaves the reader with a firm impression that 





DS bones 


Sete. Sten camper dit ti! 


NG. I it pee 0 o0 6 ay hele eat Tees 


an, 


PRT te? 


bode d ye ahd tee 


ae ie 


# 

By 4 
¢ 
' 


a2 * >. 2 =. t Penne ~) os + ary meat ate 7 
PE RETR ye. eg SEATS Soh. Sap sings aiessen xiethont adh aacrhegh Sigg Ber eH F cas 


292 THE ECONOMIC JOURNAL [JUNE-SEPT, 


the comparative stagnation has been the result of remediable 
weaknesses. He does not lay himself open to the challenge of 
offering solutions which those inside the industry have been 
unable to find, for the weaknesses of which he speaks are in the 
main the consequence of a defective inherited structure, which 
could hardly be changed except by the co-operative efforts of the 
industry as a whole guided by the State. He leans, indeed, to the 
side of the planners, not because the plans which were later 
produced were necessarily the right plans, but because only by a 
correct and widely accepted diagnosis of the troubles could a 
solution have come. 

Even before the relative decline set in, critics had pointed to 
“‘an attachment to routine and a lack of adequate training ” as 
reasons for disquiet, and Mr. Burn, after a cautious examination 
of conditions in the sixties and seventies, finds that British 
technique had been relatively stagnant and that this was due, in 
part at any rate, to a lack of scientific training among both 
employers and workers. This theme recurs throughout the book. 
For a time the superiority of British raw material resources 
masked this deficiency and enabled the British producers to pay 
higher wages than their Continental competitors without 
damaging results. With the introduction of the basic process, 
however, the raw material advantages of this country disappeared 
in the manufacture of cheap bulk steel. By the end of the 
century the American and Continental producers had taken the 
lead, based upon the development of cheap ores. Cheap ores 
were also available in England, but our producers were slow to 
exploit them, and the reasons which Mr. Burn gives for this 
reluctance form the most interesting and debatable parts of his 
book. 

The British structure, he states, was “inimical to the adop- 
tion of cost-reducing equipment,” and he explains how it was 
that “the structural status quo” was preserved, in spite of its 
grave disadvantage. The imperfections of competition, charac- 
teristic of an old industry, meant that foreign demand was often 
directed towards the products of the long-established firms. 
The location of those firms had been determined by the conditions 
of the past, and they were unable to take advantage of the 
cheaper ores which technical advance had made it possible for 
steel-makers to use. At the same time the increased dependence 
upon imported steel by the re-rollers and other users prevented 
the establishment of large steel-making plants by the steel users 
in the East Midlands where the cheapest ores were situated. 
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Other characteristics of the British economy contributed to the 
same result. In consequence, the location of the steel-users 
continued to hold the steel industry to its original sites, whereas 
what was needed was for both the steel-using and steel-producing 
trades to be drawn to places where cheap ores were available. 
Mr. Burn lays great stress on this “‘ failure to recognise how vital 
locational problems were.” 

Mr. Burn provides some useful material in the field of prices 
and costs, and his treatment of the tariff issue is fresh and stimu- 
lating. He examines it by reference to problems of structure, 
costs and price policy, instead of by appeal to general economic 
principles, and the result is that he is able to meet the tariff 
protagonists on their own ground. 

The book makes a valuable contribution to applied economics 
as well as to economic history, and everyone interested in the 
recent development of British industry will be grateful for this 
faithful rendering of a succession of complicated events of which 
the interpretation has at every stage called for a meticulous 
attention to detail. 

G. C. ALLEN 
London. 


Statistical Testing of Business-Cycle Theories: II; Business 
Cycles in the United States of America, 1919-32. By J. 
TINBERGEN. (Geneva: League of Nations, Economic 
Intelligence Service (London: Allen and Unwin). 1939. 
Pp. 244. 5s.) . 


Tuts volume, like its predecessor A Method and its Application 
to Investment Activity, would in more normal times have been the 
subject of lively controversy. The greater the responsibility of 
the reviewer who cannot expect to be taken to task if he does 
injustice to a brilliant pioneering effort, the merits of which would 
in better times have been difficult to assess. Professor Tinbergen 
claims : 

(1) That it is possible to construct a mathematical model of 
the trade cycle which is sufficiently simple to be tested statis- 
tically and a sufficiently good approximation to reality to be useful. 

(2) That it is possible by means of a variety of statistical 
methods to fix values for the unknown parameters of the mathe- 
matical model. 

(3) That it is possible to decide whether any given model thus 
constructed differs significantly from observation. 

These claims have an importance which is entirely independent 


ofthe question whether Professor Tinbergen succeeds in explaining 
No. 202-3.—vot. LI. x 
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the trade cycle in the U.S.A. In my view he fails, but his failure 
is almost insignificant beside the great merit of the attempt. 
The book consists of four parts : A short introduction describ- 
ing the technique of analysis; the main body of the book deriving 
the elementary regression equations; a chapter dealing with the 
boiling down of the system of linear difference equations into one 
final relation and the dependence of the coefficients and lags in 
this final equation on the coefficients and lags in the elementary 
relations; a concluding chapter comparing results with alternative 
theories. Professor Tinbergen’s chief results are : 
(1) If American business had not been subject to random 


disturbances in the period 1919-32, there would have been a 
trade cycle with a period of 4-8 years and a damping ratio of 1-89 


r year. 
i (2) This cycle was due to the interplay of two sets of forces: 
(a) an impelling force due to the influence of profits on invest- 
ment and capitalist consumption, and of speculative gains on 
consumption ; (5) a restraining force due to the fact that a given in. 
crease in profits produces its full effect on dividends, hence on share 
prices, hence on capital gains, and hence on capitalist consumption 
only with some delay. This delay is easily accounted for: divi- 
dends do not depend on the rate at which profits are currently 
earned, but on profits over the whole accounting year. Moreover, 
dividends during the period in question showed a strong depend- 
ence on the reserve position of corporations in consequence of the 
adoption of a policy of dividend stabilisation. 


The speculative gains are directly dependent on the rate of 
increase in share prices, but ultimately they are a function of the 
rate of increase in profits. Consumption during any given period 
of time thus depends on the rate of increase in profits, on profits, 
and on past profits (reserves). The quicker the rate of increase in 
profits, the larger that part of consumption which is due to 
speculative gains, but, on the other hand, the larger after some 
time the difference between the current flow of profits and past 
profits, and hence the smaller relatively that part of consumption 
which is dependent on past profits. Formally this theory is 
indistinguishable from the so-called “acceleration principle.” 
This fact is of some importance. Supposing speculative gains 
had no influence whatever on consumpticn, Professor Tinbergen 
might yet have obtained the same regression of consumption on 
capital gains. But the economic interpretation would have to 
be quite different : the connection between the rate of increase of 
profits and consumption would in this case arise from the influence 
of a given rate of increase of profits on the demand for durable 
and semi-durable consumption goods. This is not the place to 
discuss the merits of the two alternative interpretations. The 
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point to stress is that on the information used by Professor Tin- 
bergen it is not possible to decide between them. 

Four mechanisms which are held to be important by many 
economists do not play a réle in Professor Tinbergen’s model : 


(1) Professor Tinbergen finds that variations in the short term 
rate of interest were not an important factor in the determination 
of the rate of investment in stocks. The result, though very 
probably true for the period under discussion, is not finally 
conclusive, since (a) statistics of stocks are still rather imperfect 
even in the United States; (6) as is well known, a policy of hand- 
to-mouth buying was widely adopted in the period under dis- 
cussion in consequence of the severe losses sustained on inventories 
in the slump of 1920-21. Once the memories of that slump have 
paled, the readiness to hold speculative stocks may again increase. 

(2) Professor Tinbergen does not ascribe an important réle to 
variations in long-term interest rates. Here it should be noted 
that Professor Tinbergen treats the yield on shares as an interest 
rate. This idea cannot very easily be translated into statistical 
form. The price paid by an enterprise which “ borrows” by 
issuing shares is variable, consisting of future dividends. If the 
“yield ” is defined as the ratio of present dividends to present 
share prices—as is done by Professor Tinbergen—there is no very 

lausible reason why a low yield during a slump should stimulate 
rrowers who expect to have to pay high dividends in the future. 
If one defines the “ yield ”’ with respect to “ expected dividends,” 
one is faced with the difficulty that they are not directly measurable. 
It is, however, interesting to note that if the borrower's e tion 
were governed by the experience of the past, the “‘ yield” thus 
defined would have strongly risen in the 1929-32 slump. 

It should not come as a surprise that moderate variations in 
long-term interest rates are not very important factors in deter- 
mining investment in industrial construction and equipment. 
What is interesting is that residential building and investment 
by local authorities should not have been more strongly influenced 
by variations in credit conditions. However, it is quite possible 
that variations in confidence and qualitative creglit conditions 
were more important during this period than variations in pure 
interest rates and, of course, variations in credit conditions 
would correlate fairly closely with profits rather than with pure 
interest rates. 

(3) Professor Tinbergen finds that costs of construction did 
not greatly affect investment activity. Here he appears to mis- 
interpret his results, for he finds that corporation profits are the 
chief determinant of investment. Corporation profits, however, 
do depend on costs, and what Professor Tinbergen’s analysis does 
prove is merely that, apart from their direct influence on cor- 
poration profits, costs do not influence investment activity. It 
may be objected that costs do not in general, or at any rate did not 
during the period in question, affect profits much. This may be 
true. My point is that it is not proved by Professor Tinbergen’s 
regression analysis. Moreover, it does a that construction 
costs had quite an important effect on residential building. 

(4) The most damaging omission in Professor Tinbergen’s 
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analysis seems to me to be his neglect of the influence of the stock 
of ot iggy wien» stock of houses, the stock of motor-cars—on 
demand. These factors are left out on the plea that they move 
very gradually. That, of course, is quite true. But precisely for 
this reason they may be expected to have an important influence 
on the longer cycles of eight years or so. 


Professor Tinbergen’s model appears to afford some degree of 
negative confirmation for M. Kalecki’s theory of the trade cycle, 
for the fact that his model is unable to account for these longer 
cycles seems to indicate that without taking account of the effect 
of the increase of the stock of capital, it is impossible to explain 
these longer cycles. Before jumping to this conclusion it is 
pertinent to inquire whether a moderate variation in the coefficients 
of Professor Tinbergen’s model—such as might arise from sampling 
error—could lead to an increase in the period of the system 
sufficient to account for these longer cycles. The answer appears 
to be definitely in the negative. . / 

Does Professor Tinbergen’s model account for the forty- 
months’ cycle? Here, on the face of it, the position looks un- 
favourable, the period of Professor Tinbergen’s system being 
4-8 years. However, it should be noted that the period of the 
observed cycle, though related to the period of the theoretical 
system, is not identical with it. A constructed experiment where 
Professor Tinbergen’s system was subjected to random shocks 
showed clearly that a cycle with an average period of forty 
months might well have arisen from that system. The shortening 
of the observed period as compared with the theoretical period is 
due to the very strong damping of the system. It does therefore 
look as if Professor Tinbergen’s system might account for the 
forty-months’ cycle. But a little reflection shows this to be very 
improbable. “In consequence of the very strong damping of 
Professor Tinbergen’s system, the expected amplitude of his 
cycle is certainly less than twice the standard deviation of the 
random shocks. He should thus be forced to postulate very 
strong random shocks to account for the observed amplitude of 
the forty-months’ cycle which does not seem reasonable. 

Thus it looks as if Professor Tinbergen’s cycle were fictitious. 
It is interesting to inquire, how this result can have arisen. There 


are three possibilities : 


(1) The replacement of gradual movements by trends may 
have affected the values of regression coefficients in such a way a8 
to produce the fictitious cycle. 

(2) Some coefficients are very uncertain owing to collinearity. 
More particularly this is true of the crucial relation between 
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dividends, profits, profits one year ago and reserves. Profits and 
profits one year ago are strongly correlated, and their respective 
coefficients must be regarded as very uncertain. 

(3) Professor Tinbergen seems entirely to neglect the problem 
of the “number of degrees of freedom” of his time series. 
Analysis shows that in quite a number of cases the “‘ number of 
degrees of freedom ” was substantially smaller than the number of 
years. Thus Professor Tinbergen frequently fits regression 
equations with four, five or six independent variates when he 
has no more—and in a number of cases even less—than ten 
independent data at his disposal. 


In conclusion I should like to plead with Professor Tinbergen 
and his adherents for smaller models. The number of really 
important equations in his model is very small. After Professor 
Tinbergen had satisfied himself that interest rates were of minor 
importance during the period under discussion, he might with 
great advantage have dispensed with the whole section dealing 
with monetary conditions, and have assumed interest rates 
constant. Similarly, if it was his view that cost conditions did 
not substantially affect the cycle, he might well have assumed the 
ratio of prices and wages constant. Had he done so I doubt 
very much whether he should have found it necessary to include 
more than ten equations. In that case, it is true, he would have 
needed a separate model for the 1919-22 cycle; but I cannot 
help feeling that this would have been an additional advantage 
rather than the reverse. It would have focussed the reader’s 
and Professor Tinbergen’s attention on the strong differences 
existing between this cycle and both the 1929 and the 1937 cycles. 

E. RoTHBARTH 
Cambridge. 


The Taxation of War Wealth. By J.R. Hicks, Ursuna K. Hicks 
and L. Rostas. (Oxford: Clarendon Press. 1941. Pp. x + 
304. 12s. 6d.) 


For those of us who, twenty years ago, interested ourselves in 
the tax problems of one war it is a “ damned lugubrious thing ” 
to see a younger generation tackling the same problems over again 
in connection with another. But, after all, waste of economists’ 
energies on what ought to be hypothetical side-issues is a micro- 
scopic part of the evil that has been thrust upon the world. The 
triumvirate who write this book would, no doubt, have wished to 
spend their time in other ways. But war has imposed a call upon 
them and they have answered to it worthily. 

The book is divided into seven parts, entitled respectively, 
“The Economic Background,” “ The Taxation of Excess Profits,” 

























RN Rae eS ty ER SE tak RO Motag LF 


Bie Bees et aie ai ot Mi OE A 


9 ARREST hap 


PORES gee 


ph tetiiaataani SAE RRR Han TAL Ly Ha EN ETS Ry eee 





298 THE ECONOMIC JOURNAL [JUNE-SEPT, 


** Excess Profits Taxes in Great Britain,” ‘‘ Excess Profits Taxes 
in Other Countries,” “‘ The Capital Levy—General Considerations,” 
“The Capital Levy in Practice,” and ‘“‘ The Idea of the Capita] 
Levy in Great Britain.” Professor Hicks is mainly responsible 
for Parts I, If and V, Mrs. Hicks for parts III and VII, and Dr, 
Rostas for parts IV and VI. 

For readers interested in tax technique the more useful parts 
of the book will probably be the detailed history of E.P.D. and 
E.P.T. in this country and the account of foreign excess profits 
taxes. Those who have felt anxiety about the consequences of 
the 100 per cent. rate of the present tax will be made no happier 
by Mrs. Hicks’ account of past happenings. ‘‘ No sooner was the 
war over than the evils inherent in an 80 per cent. rate began to 
show themselves with a vengeance. There was no longer any 
moral restraint on evasion and firms prepared to equip themselves 
with every imaginable device which might facilitate the earnings 
of future profits ’ (page 86). Mrs. Hicks’ constructive suggestions 
in Chapter XII, “ The Future of E.P.T.,” deserve very serious 
consideration by the responsible authorities. I do not profess 
to have done more than glance at the accounts of foreign excess 
profits taxes in Part IV; but obviously this, too, should prove 
valuable to the authorities. 

Part VI, pages 210-251, on “ The Capital Levy in Practice,” 
is a valuable collection of material. The general effect of it is 
summarised on page 210 as follows : 


“‘ Capital levies have been imposed in practice; but their 
history is not on the whole a very encouraging one. There has 
been no example up to the present of the big successful levy 
which would really make a substantial contribution towards 
the cost of war. There have been big levies, or levies which 
were intended to be big; we shali discuss the most important 
cases in this and in the following chapters. At the very best, 
as in Czechoslovakia, they were only moderate successes; 
usually they were utter failures. The quite successful 
rearmament leviesof Italy and Hungary were on a small scale; 
they were not much more than special emergency taxes on 
property. Taken all together, these cases do not prove any- 
thing about the feasibility of a levy under appropriate con- 
ditions; but they do reveal something of the difficulties 
which may arise. That is why they are worth studying.” 


On the general conditions relevant to various types of capital 
levy, as on the economic background, there is little to be said that 
was not familiar to us twenty years ago; and the same thing is 
true of many of the practical puzzles connected with valuation 
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and soon. Parts I, V and VII of the book will, therefore, be of 
interest to the general reader rather than to experts; though even 
by experts the orderly review given in Part VII should not be 
neglected. Moreover, to help to form an intelligent public 
opinion on these matters is a valuable service. Last time nothing 
was written about them until the war was practically over; this 
time, thanks to our authors, journalists and politicians will not 
confront the financial problems of restored peace with completely 
yacant minds. Obviously on such an issue as whether or not a 
capital levy should be imposed to wipe out debt due to war, 
decision must depend on a balancing of conflicting expediencies ; 
the balance may waver from date to date, a policy that would be 
wise in 1920 or 1944 becoming perhaps unwise a few years later. 
Plainly, therefore, our authors cannot provide those who will have 
to act with ready-made “ solutions.”” What they can provide, 
and have provided, is a good map of the country and sound 
guidance in the art of map-reading. The work is excellently 
done. None the less, may it happen that, in the not too distant 
future, a world grown sane will have no need for such work, and 
deeper far than ever plummet dived will drown this book ! 
A. C. Pieou 
King’s College, 
Cambridge. 


Who is to Pay for the War? and the Peace? By Dovetas Jay. 
(London :. Kegan Paul, 1941. Pp. 64. 1s.) 


A poLiTicaL pamphlet by such a competent economist as 
Mr. Jay needs to be taken seriously. Over Mr. Jay’s general 
plan of war finance—discreet inflation held in check by drastic 
taxation—there is not likely to be serious disagreement. It is a 
plausible short-cut method of directing labour and management 
into the war industries. The real trouble arises over the probable 
effects of the resulting war debt. 

From the start Mr. Jay takes a somewhat gloomy view of the 
outcome of war borrowing, estimating the volume of the new 
debt as £20,000,000,000 with an interest rate of 3 per cent. We 
need not quarrel with this. But Mr. Jay then proceeds to 
represent the debt burden as decidedly more serious (£ for £) 
than it is at all likely to prove—by entirely forgetting that war 
loan itself creates taxable capacity. Mr. Jay agrees that post- 
war taxable capacity will be increased, but only as a result of 
the rise in prices which takes place. He overlooks the fact that 
private property (and hence taxable capacity) comes to exceed 
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the national capital—by the amount of the debt less any loss in 
value of other property—and he estimates taxable capacity 
merely on the basis of national capital. But to the extent that 
the debt is held by surtax payers, who pay far higher rates of 
taxation than the rate of interest they receive on their debt 
holdings, the debt pretty well pays for itself. Mutatis mutandis, 
if the debt were not in existence, the same amount of revenue 
would unfortunately not be available for social services or other 
purposes, since the deflated incomes would bear a more than 
proportionately lower burden of surtax. There is no doubt that 
it was this mitigation of the debt burden which allowed it to be 
borne with such comparative ease in the early twenties—a 
phenomenon which clearly surprised the economist witnesses 
before the Colwyn Committee. 

Even if Mr. Jay has over-estimated the debt burden, it still 
remains true that it will be very heavy and unpleasant in the 
early post-war years, and that we should consider every possi- 
bility of further mitigating it. Mr. Jay is naturally an ardent 
supporter of the capital levy—both on long-run social grounds 
and because of his over-preoccupation with the post-war debt 
position. (It is worth noting, perhaps, that he estimates pre- 
war private property at £20,000,000,000, and post-war private 
property at £25,000,000,000, in spite of a debt accretion estimated 
at £20,000,000,000—this implies, since the old debt of 
£7,000,000,000 is still in existence, that private real capital will 
have sunk to zero by the end of the war. I don’t really believe 
that Mr. Jay means to be as gloomy as that.) 

Mr. Jay does not consider that the valuation problems of a 
once-for-all levy (of some £15,000,000,000) need serious con- 
sideration. They might, indeed, prove simpler than they would 
have done in the twenties. But it is surely tendentious to 
suggest that they are less exacting than the administration of the . 
Means Test in the Social Services—which is, after all, no more 
than a slight extension of the income-tax technique. Mr. Jay 
should try acting as executor for even quite a simple estate. 

But in the view of most economists the definitive argument 
against a progressive capital levy is the small amount of net saving 
which it would achieve owing to the resulting loss of future tax 
revenue. Mr. Jay maintains that this is not so. If a levy were 
to take place, the State, he says, instead of getting 7s. 6d. (sic) 
in the £ on the levied property, would get the full 20s. Surely 
Mr. Jay forgets that the wealthy pay not merely income tax but 
also surtax and death duties. Under the present budget the 
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really rich man will keep less than 114d. out of every £ that he 
earns. But it is the decline in future death-duty receipts which 
is the most serious from the levy point of view. The official 
estimate in 1927 put them at nearly 40 per cent. of total loss of 
revenue. In the twenties it was shown that as much as two- 
thirds of the value of a levy would be lost in tax wasteage. In 
present circumstances, owing to the intervening rise in rates and 
progression of surtax and death duties, the proportion would be 
considerably higher. The results which Mr. Jay desires might 
possibly be achieved by a proportional levy, but that he would 
hardly find politically congenial. 

We may, of course, be driven to adopt the difficult and 
deflationary operation of a once-for-all levy, but we cannot hope 
that it will be such a simple solution of the debt problem as Mr. 
Jay believes. It is lucky that some of his fears of the debt 
burden are also illusory. 

Ursuta K. Hicks 


Manchester. 


The Economics of Corporate Enterprise. By Norman 8. BucHANAN. 
(New York: Henry Holt. 1940. Pp. xvii+ 483. $3.25.) 


THE scope of economic theory is constantly extended by the 
asking of new questions. The question that Professor Buchanan 
has asked himself is what complications are introduced into the 
economic system by the fact that the unit of enterprise is ordinarily 
not the individual entrepreneur, but a group of persons who agree 
to collaborate on pre-arranged terms. The problem is not, of 
course, wholly new. Mr. Dobb tackled some important aspects 
of it almost twenty years ago, and Professors Berle and Means 
have more lately dealt with others—but Professor Buchanan has 
approached it predominantly from a new angle—that of the rights 
and obligations of corporate shareholders. 

He begins by asking himself why production should be carried 
on in firms in which the capital is owned by the shareholders, and 
the available resources are devoted to various uses by authori- 
tative decisions, rather than through the operation of the price 
system. His explanation is that to depend on the price system 
“would involve the negotiation of many separate contracts in 
the market and for that reason would be both costly and clumsy 
. . . the costs of actually knowing at all times the prices relevant 
to the efficient negotiation of these transactions would be con- 
siderable.” Is not Professor Buchanan’s distinction between 
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“ directed ” production and production organised by the price 
system somewhat artificial? Is it not the purpose of any well- 
organised system of cost accounting to distribute resources between 
uses on economic rather than arbitrary grounds? And do we not 
find many cases where production is normally carried on through 
the price system rather than the ownership of capital? The 
publishing trade provides one obvious example. Many even of 
the best-known publishing houses own no productive capital, but 
depend on bargains made in the market with printers, block- 
makers, binders and soon. Surely one need look no further than 
the economies of large-scale to find a sufficient explanation of 
group production. 

But the difficulties of Professor Buchanan’s thought at this 
point spring, I think, from a more fundamental ambiguity. A 
corporation, regarded as a productive unit, comprises not only 
the shareholders, and possibly bondholders, but also all the 
various groups of directors, managers, salaried officials, foremen 
and workers. There are here a variety of questions which may 
be asked. Why should production be carried on by these large 
groups at all? Why, if there is to be a large concern, must it 
contain numerous shareholders (and bondholders)? Why must 
the relations of the shareholders (and bondholders) be carefully 
defined? Some of his explanations seem to me pertinent to the 
first question rather than to the second. For it is clearly possible 
that production may be on a very large scale, but the capital all 
supplied by a single person. The Ford organisation is admittedly 
sut generis, but even in the United States, and to a much greater 
extent in Great Britain, family-owned concerns of considerable 
size are by no means rare. The criterion here is surely whether 
a large initial capital is necessary, or whether a firm can start on a 
small scale and grow by ploughing-in profits. If such growth is 
possible, a firm may eventuate which will raise many of the 
problems which concern Professor Buchanan at the beginning 
of this book, but will not raise the wider problems of the relations 
of shareholders. ' 

The most interesting question is the third of those that I 
posed above—why the relation of shareholders must be carefully 
defined. Here Professor Buchanan is, I think, admirably clear 
and cogent. His argument may be very briefly summarised as 
follows. The function of the shareholders is to bear risks—that 
of the bondholders to provide capital with a less assumption of risk. 
Their mutual relations will need to be redetermined if, for any 
reason, the risk to be borne proves to be different from that on 
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which the original contract was based. This may arise from a 
partial failure of the enterprise, throwing greater risks on to the 
bondholders than they had contracted to bear. It may arise 
because a material change of scale of the total operations of the 
corporation is contemplated, involving the raising of new capital 
and the modification of the relative claims of different parties. 
For each of these contingencies a series of pre-defined rights and 
obligations must be provided, so that a majority cannot exploit 
a minority. These rights and obligations may be defined by the 
general law of the country in which the corporation is operating— 
in the case of a federation there may be complications both of the 
spheres of federal and of state law, and from the possibility of 
incorporation in one state and operation in another—or alterna- 
tively (and supplementing these general principles) the rights and 
obligations may be defined by the articles of association of the 
particular corporation itself. 

This is the barest skeleton of Professor Buchanan’s argument. 
He has clothed it in the flesh of the American factual background, 
and has paused (sometimes even permitted himself a complete 
digression) in order to explain what a corporation is in law and 
political theory, what we mean by the failure of a corporation, 
what circumstances would justify an expansion of scale, what 
complexities are introduced by the limitations of accounting 
technique or the opportunity in the United States to incorporate 
in a state other than that of operation. At places the book could, 
I think, possibly have been improved by a little pruning of this 
secondary matter, and a more direct progress might perhaps have 
brought his essential points into stronger relief. 

At the end Professor Buchanan comes back to the kernel of 
his problem. What sort of control over enterprise do we want ? 
“The” corporation problem, he argues, is that first made 
familiar by the studies of Berle and Means—the divorce between 
ownership and control and the danger of control in the interest 
of a clique rather than of the whole body of shareholders (or the 
national interest). This danger has obviously been much increased 
by the growth of the holding company, with the increased prob- 
ability that the controlling group can benefit themselves otherwise 
than by operating the particular corporation most effectively. 
But Professor Buchanan has no ready-made solution to offer us. 
He is sceptical of the possibilities of protecting “the born gull 
from the born crook.” He is doubtful if, in a world in which a 
deficiency of investment is normally the predominant difficulty, 
one should go further than insist on full and truthful disclosure of 
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the material facts before any issue is approved. He even wonders 
whether a public deprived of its rose-coloured spectacles could 
ever be persuaded to invest enough. He ends, looking resolutely 
into a bleak future of under-investment, in which ‘‘ what conse- 
quences may accompany conditions of chronic under-employment 
is surely anyone’s guess.” 

This is a book which, even if it possesses many of the rough- 
nesses of any pioneering attempt, and despite a small number of 
minor errors, is rich in stimulating ideas. It certainly deserves 
the attention of all who are interested in the development of the 
theory of industrial organisation. I should myself regard it as 
the most interesting book that I have read in this field since 
Professor Burns’ The Decline of Competition. 

Austin Rosinson 
Sidney Sussex College, 
Cambridge. 


Corporate Size and Earning Power. By W. L. Crum. (Cam- 
bridge, Mass.: Harvard University Press (Oxford University 
Press). 1939. Pp. xi+ 418. 2ls. 6d.) 


As Professor Crum explains in his introduction (p. 3) the 
analysis reported in this book centres about one basic question : 
to what extent is corporate earning power related to the size of 
corporate enterprise? Earning power is measured by the ratio 
of profit (excluding taxes) to the book value of the equity, and 
corporate size refers, of course, to the size of the firm, not the 
plant. The records were obtained from corporation tax returns 
filed with the U.S. Bureau of Internal Revenue and published in 
its Statistics of Income over the six-year period of 1931 to 1936. 

The central conclusion (p. 7) is that “on the average, large 
enterprise—in all or nearly all broad lines of industry, and in 
different stages of the economic cycle—is more profitable than 
small enterprise, especially very small enterprise.” This con- 
clusion runs contrary to that of Epstein in his Industrial Profits 
in the United States, where it appeared that large American 
corporations made in the years 1924 and 1928 a lower rate of 
profit on their capitalisation than the smaller corporations, and 
it is a pity that Professor Crum does not refer to these conclusions 
and does not discuss possible reasons for the divergence. 
Professor Crum, does, however, subject his findings to an analysis, 
industry by industry, and thus avoids the criticism which I 
advanced against Epstein in the Economic Journat (Vol. XLVII, 
pp. 633-634) that there was an insufficient isolation of the factors 
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involved. As Professor Crum himself puts it (p. 32), “a con- 
siderable, but unknown part, of the variation in rate of return 
from size class to size class is almost surely accounted for by the 
fact that particular size classes are dominated by particular types 
of industry.”’ Moreover, Professor Crum bases his conclusion on 
a far greater number of corporations, particularly of the smaller 
size, down to those with an equity below 50,000 dollars. It is 
these very small corporations that show particularly low rates of 
rofit. 

: Further results of great interest transpire from Professor 
Crum’s analysis. The average rate of profit for American 
industry generally in these years of depression and recovery was 
as low as 0-97 per cent. There were, however, persistent 
differences between industries; ‘“‘ service’ industries showed an 
average loss for all corporations in every year, tobacco showed a 
profit of over 10 per cent. in five years out of the six. Averages 
cover wide variation, even within the same industry the same 
year and the same size class of corporation. This variation 
might make the differences between the calculated averages of 
somewhat slight significance, but Professor Crum contends 
(pp. 329-330) that the form of distribution is normal enough to 
make “ the average rates of return found for various size classes 
tolerably good typical numbers.” The conclusion of greatest 
interest to the economist is likely to be the wide differences 
between different industries and sizes of corporation in the 
degree of fluctuation of profits during the course of the eleven- 
year cycle 1926-36. The rate of profits from trade fluctuated 
slightly more than that from manufactures as a whole, while 
mining profits showed the least fluctuation of the three (pp. 244- 
245). The smaller corporations showed a definitely wider 
fluctuation in their profits than the larger corporations (p. 249). 
This, indeed, may be a part of the explanation of their generally 
lower profit in the years of depression described in this book, as 
against their higher profit shown by Epstein in the years of 
prosperity. In any case, the statistical facts seem to challenge 
the generally accepted view that smaller firms are more adaptable 
to circumstances than larger firms. 

Professor Crum does not profess to give economic interpreta- 
tions of the facts he presents so tersely. But his facts must 
obviously be closely studied by all who aspire to explain actual 
sizes of the firms of to-day, or to plan the sizes of the firms and 
undertakings of to-morrow by the criterion of economic efficiency. 

: P. SarGant FLORENCE 


The University of Birmingham. 
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Management and the Worker. By F. J. ROETHLISBERGER and 
Wim J. Dickson. (Cambridge, Mass: Harvard Univer- 
sity Press (Oxford University Press). 1939. Pp. xxiv + 
615. 26s. 6d.) 


Unper the general directorship of Professor Elton Mayo, a 
long and extensive enquiry has been conducted at the Hawthorne 
Works of the Western Electric Company. Books by T. N. 
Whitehead describing some aspects of the enquiry have already 
been reviewed in the Economic JouRNaL for March 1938 and 
March 1939, but the book now under review, in the words of Mayo’s 
own preface, offers “a continuous history of the entire series of 
experiments.” There were, to be precise, four groups of workers, 
all of them engaged on telephone equipment, who were subjected 
to these experiments. Two groups on whom observations were 
continued over a considerable period were the group of women 
relay assemblers studied in great detail by Whitehead in his 
Industrial Worker and reconsidered in Part I of this book; and 
the group of men bank wirers studied in Part IV of this book. 
In addition, this book describes in Parts III and IV the tech- 
nique and results of the interviewing of over twenty thousand 
workers. 

The general argument of the authors may fairly be summed up 
in the two propositions that psychological factors are more 
important than physiological, and that sociological and anthro- 
pological factors are more important than economic. 

Increased rates of output in relay assembly are attributed 
not to the physiological effects of reduced fatigue due to shorter 
hours, but to such facts as that rest pauses (p. 517) “reflected 
an interest on the part of the management and allowed the 
workers to get together and converse.’’ Since the hours worked 
were never more than forty-eight and the work was not heavy or 
taxing, no one would dispute this. The proposition should not, 
however, be applied to other cases. The authors, indeed, cite 
English authority (p. 92) to the effect that other physiological 
types of work give different fatigue curves, though, curiously 
enough for Americans, they do not cite the original authority— 
i.e. the U.S. Public Health Service’s Bulletin 106. Psychology 
is also important in individual problem cases brought out by the 
interviews. The foreman may often, apparently, come to be 
thought a fiend or ogre whose sole purpose is to torment the 
“ease.” Whether such a view is correct or merely morbid, 
it will equally affect the individual’s efficiency, and some of 
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these obsessions may make a worker into a “ chronic kicker ” 
(p. 307). 

It is, however, the claim for the importance of sociological 
or anthropological as against economic factors, that will chiefly 
interest economists. A good example is the workers’ dissatisfac- 
tion with wages, expressed in the interviews. A man’s dissatis- 
faction was found to be (p. 576) “‘ just as much concerned with 
wage differentials—that is, the relation of his wages to the wages 
of other workmen—as with the absolute amount of his wages.” 
Modern industry has created thousands of new occupations of 
“no social significance outside the particular industry, factory, 
or even department in many cases. As a consequence, the 


‘wages attaching to these jobs become the most important outer 


symbol of their social value in the community ” (p. 574). The 
amount of the wage, in short, is a fame-nexus rather than a cash- 
nexus. A further example is that of restriction of output, which 
displays a sociological situation almost amounting to a complex. 
Workers, when questioned, gave certain reasons for adopting 
restrictions such as the economic risk of the piece-rate being cut. 
But these reasons, the authors maintain, were not valid in fact, 
nor were they the real explanation of the workers’ behaviour. The 
workers did not understand the wage-system employed, nor had 
they, in fact, ever experienced any rate-cutting; and anyway 
their restriction of output was not the result of economic reasoning 
from premises true or false, but of certain underlying sentiments 
for which the reasoning provided a respectable economic-man 
fagade. These underlying sentiments were neither pure cussed- 
ness nor hostility to the management, but what the authors call 
a “norm” or code of conduct, and to those who have been 
subjected to an English Public School, the author’s explanation 
will not appear far-fetched. Four rules of “‘ what is not done ” in 
this American factory may be quoted (p. 522) : 


(1) You should not turn out too much work. If you do 
you are a “ rate-buster.” 

(2) You should not turn out too little work. If you do 
you are a “ chiseler.” 

(3) You should not tell a supervisor anything that will 
react to the detriment of an associate. If you do, you are a 
“ squealer.” 

(4) You should not attempt to maintain social distance or 
act officious. If you are an inspector, for example, you 
should not act like one. 


In my own Public School all these commandments were 
observed except Rule (2); though the names of those who broke 
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them were different. Breakers of (1) were “swots,” of (3) 
* sneaks,” of (4) “‘ swanks.” 

In developing these propositions the authors do not neglect 
physiological and economic factors. They simply argue that in 
considering a worker’s efficiency, it is not just the work he does 
or the pay he gets that must be taken into account, but the total 
situation peculiar to himself. This is no doubt true; yet apart 
from appointing more staff to consider personal problems and 
adopting, perhaps, the technique for interviewing individuals 
which this book so admirably sets forth, it is difficult to see how 
industrial legislation and industrialists’ policy can function 
economically without making general rules about hours and con- 
ditions of work suitable for an average employee. Whether its 
conclusions can be applied or not, however, this work must be 
commended as an admirable contribution to industrial anthro- 
pology. It is a fitting completion of an enquiry which has estab- 
lished the presence of human nature in the factory, and discovered 
a degree of tradition and tabu in industry that must profoundly 
influence the science and art of management in the future. 

P. SARGANT FLORENCE 
The University, 
Birmingham. 


An Outline of Money. By Guorrrey CrowTHER. (London: 
Nelson. 1941. Pp. 459. 10s.) 


Tuts volume is intended to serve as an explanatory account 
of the working of the monetary system for those who are ap- 
proaching the subject for the first time, but it may also be read 
with profit by those who think that they are already familiar 
with the subject. It was published four months after the out- 
break of the war, but had been in preparation for some years, 
and there is some evidence that its successive drafts have been 
influenced by the course of the theoretical controversies of the 
period. It may, indeed, be regarded as a pre-war production, 
and its examples are for the most part drawn from pre-war 
practice. This is inevitable in the circumstances, and not 4 
matter for which the author can be criticised. If there should 
be some first readers who are moved to ask questions relating 
to war conditions, they must look elsewhere for the answers or, 
more profitably perhaps, wait for happier times. What the 
author sets out to do is done reasonably well. He writes clearly 
and pleasantly and takes the reader with him as he reads. 
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No volume of this character will be entirely free from criticism, 
and even such matters as the arrangement of the topics will be 
disputed by some. Thus it may be argued that it is preferable 
to deal with the value of money, the effects of price fluctuations, 
and the quantity of money before introducing the reader to an 
account of the working of the Lanking system. The advantage 
of this arrangement, as distinct from the reverse one adopted by 
the author, is that the careful reader is enabled to see more 
clearly into the principles by which the machinery works. But 
even apart from the order of treatment there is always the problem 
for the author of such a book as this of deciding how far the 
reader may be taken at any one stage. Such decisions are a real 
test of the author’s skill. In the present case there are occasions 
on which there may be ground for criticism. Thus, after dis- 
cussing how bank money is “created,” the author mentions 
that between the end of 1931 and the end of 1938 the total assets 
of the London clearing banks were increased by £549 millions, 
and adds that this was mainly the result of increased purchases 
of investments to the extent of £339 millions made by increasing 
their deposits. The reader is not told how the balance was made 
up, but to disarm the careless reader—as is necessary where 
credit creation is involved—the author immediately adds: 
“ And they were enabled to do so because they came into posses- 
sion of a larger supply of cash.” Enquiring readers may wonder 
at this stage how this larger supply of cash came into existence. 
They will not, however, be told the answer. More than two 
hundred pages farther on they will read of £550 millions being 
borrowed by the Government between 1932 and 1937 for the 
purpose of buying gold and foreign currencies, and if their memories 
are active they may wonder whether, and if so how, these move- 
ments were related. The discussion of the Exchange Equalisation 
Account is not sufficiently complete to enable the reader to relate 


“the effects of its movements to the balance sheets of the commercial 


banks. Yet if Exchange Accounts are not to be matters of mere 
passing and historical interest—and there is little to suggest 
that they will disappear in the post-war period—it may be 
desirable that books of this nature should have more to say 
about the mechanistic effects of their operations. 

A similar difficulty arises in the course of the author’s dis- 
cussion of foreign exchanges. The underlying principles, includ- 
ing the notion of purchasing-power-parities, are simply and 
clearly worked out, as are also the practical difficulties of using 
price index-numbers for the purpose of estimating these parities. 

No. 202-3.—VvoL. LI. Y 
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The author suggests that in many ways the best solution is to 
use index-numbers of wage rates, though that method is obviously 
not free from criticism. But it is not particularly helpful to the 
reader to be told to avoid the term “ purchasing power parity ” 
and to think instead of the “equilibrium rate of exchange” 
which cannot be exactly calculated, though “a comparison of 
the movements of prices enables us to make a rough ap- 
proximation.” 

It may be suggested that a fuller discussion of monetary 
problems as they occurred after the last war would have been 
more appropriate than the fourteen pages of the Appendix 


devoted to the reprint of four newspaper articles on social credit, 
D. T. Jack 


King’s College, 
Newcastle-upon-T yne. 


British Industry. By M. Compton and E. H. Bort. (London; 
Lindsay Drummond. 1940. Pp. viii + 304. 145s.) 


TuIs volume sets out to give a comprehensive description of 
British industry in the light of recent trends. It has chapters 
on the scope and importance of industrial and agricultural 
production in relation to the net national income, the organisa- 
tion of industry, the forms and effects of governmental inter- 
vention in matters of industrial organisation, distribution and 
markets, the finance of industry, labour in transition, transport 
and power, together with an epilogue on re-armament and war. 
It considers the effect of recent industrial and distributive changes 
on employment and unemployment, on industrial location, and 
on transport and power, and, in addition, has something to say 
on the concentration of ownership and the location of control 
over industry and commerce. The book appears to have been 
written before September 1939, but in an epilogue the authors do 
their best to cover the transition from the peace to the war 
economy, and conclude that although government regulations 
and controls are more extensive than before, no fundamental 
change in the underlying control has occurred. 

.The dust-cover tells us that “it is from a consideration of 
these facts that a new world must be built. Here is the starting- 
point for economists, sociologists and politicians.” That is a high 
claim for a volume of this description; it is not certain that the 
claim is warranted. For those who want a convenient summary 
of facts relating to the structure and organisation of industry and 
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commerce in this country the volume will be a useful work of 
reference. It contains many tables and much factual information 
carefully culled from a variety of sources. It might find a place 
along with the descriptive volumes of the Balfour Report. But 
it is not a profound book, and the authors might have sacrificed 
some superficial detail for the sake of greater depth of comment. 
In this sense the volume is disappointing, though it remains 
useful as a compendium of facts. 
D. T. Jack 


King’s College, 
Newcastle-upon-T yne. 


British Working Class Politics, 1832-1914. By G. D. H. Cos. 
(London: Routledge. 1941. Pp. 320. 7s. 6d.) 


- Ir would be difficult in a much longer book to give the detailed 
and comprehensive study of working-class politics between the 
Great Reform Bill and the Great War which Mr. Cole gives with 
characteristic thoroughness in the book under review. 

The movement to extend the franchise and the growth of 
Chartism provide the background to the history. But the 
Chartist movement was an unsuccessful mixture of revolutionaries 
and reformists. The failure to extend the franchise after the dis- 
appointment of 1832 caused its death as a democratic movement, 
while the economic recovery of the late thirties sapped its revolu- 
tionary strength. Co-operation, the New Unionism and «s 
reform movement mainly backed by middle-class radicals were the 
main features of the period up to Disraeli’s Reform Act of 1867. 

Mr. Cole’s treatment of the events connected with this Act 
shows up clearly some of the many cross-currents which at this 
time, and particularly later on, split the working-class movement. 
The Act was an unsuccessful attempt by Disraeli to get the support 
of the Labour Movement against the Liberals and the left-wing of 
the Whig party. But the Trade-Unionists, being mainly Non- 
Conformists, tended to ally themselves with the Liberals in spite 
of the concessions given by the Conservatives. The description 
of the intense though often unco-ordinated activity of the eighties 
gives one a fairly clear view of the complicated relations which 
existed between the various sections of the movement. But the 
steady growth of Trade Union membership, particularily among 
unskilled workers, had aroused opposition in the courts. In the 
face of such threats, to culminate later in the Taff-Vale judg- 
ment of 1901, the various sections of the Labour Movement, 
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although differing on many points, met in 1900 to form the Labour 
Representation Committee, the aim of which was to procure 
working-class representation in Parliament. The issue of clags- 
warfare versus constitutional reform was temporarily shelved. 

By a loose alliance with the Liberals the committee succeeded 
in getting thirty Members of Parliament elected in the General 
Election of 1906. The Labour Party members, as they were now 
called, who were elected with a clear mandate to obtain a reversal 
of the Taff-Vale judgment, carried the Trade Disputes Act of 
1906, which protected Trade Union funds, against the wish of 
many of the Liberals for a middle way. 

After this initial success, however, the Labour Party had 
to drop its own particular programme and ally itself with the 
Government on the 1909 constitutional crisis and the Irish 
question ; only to find that in the elections of 1910 it was absolutely 
dependent upon Liberal votes and that the Liberals were un- 
willing to allow Labour any more seats. The Liberal—Labour 
alliance ended except in Parliament, leaving Labour divided 
against itself on such questions as Lloyd George’s Health Insur- 
ance and votes for women; splits which a wave of syndicalism, 
supported mainly by the miners, helped to widen. 

The rising activity from 1911 brought about a fall in workers’ 
standards as wages failed to rise with prices, and once more the 
working class turned to direct action in the industrial field to 
strengthen their Trade Union rights. This time the movement 
was not only one of unrest, but was linked up with a movement 
for Socialism. The outbreak of war and the collapse of Liberalism 
at once clarified the position of Labour and completed the split 
between its revolutionary and moderate sections. 

Throughout the book Mr. Cole brings out clearly the way in 
which action alternated between politics and industrial action. 
The account of the working of such things as the ‘“ Popular 
Front ”’ of 1900 is of great topical interest, and should prove 
useful to those who wish to understand the development of the 
Labour movement or help to formulate its policy in the future. 

The book is not easy reading, but it contains a wealth of 
information and detail which is also brought together in con- 
venient form in the appendices, and should go far in its aim of 
re-creating “the legion of inspired and untiring propagandists 
for Socialism whose work made the Labour Party possible.” 

T. BRENNAN 
King’s College, 
Cambridge. 
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Population : A Problem for Democracy. By GuNNAR MyRDAL. 
(Cambridge, Mass.: Harvard University Press (Oxford 
Univ. Press). 1940. Pp. xiii + 237. Ils. 6d.) 


The Economics of a Declining Population. By W. B. ReppAway. 
(London: Allen and Unwin. 1939. Pp. 268. 8s. 6d.) 


Migration to and from the British Isles. By R. 8S. WatsHAw. 
(London: Jonathan Cape. 1941. Pp. 94. 5s.) 


Studies in American Demography. By W.F.Witicox. (Ithaca, 
New York: Cornell University Press (Oxford University 
Press). 1940. Pp. xxvii + 556. $4.50.) 


One of the most important problems that will confront those 
charged with reconstruction after the war will be the problem 
presented by the declining population. It is well known that in 
almost every Western European country the fertility rate is 
below replacement level, and in order to keep the population from 
declining, some sort of social action would seem to be necessary. 
But there are two points on which society must make up its mind 
before embarking on a population policy : firstly, what population 
level is desirable, and secondly, how such a level can be attained. 

The first two books under review deal with these two problems 
either directly or by implication. In dealing with the economic 
consequences of population decline, Mr. Reddaway necessarily 
comes up against the problem of the size of the future population. 
He concludes that the economic outlook for a slowly declining 
population is on the whole reassuring, but he resolutely and rightly 
refuses to discuss the implications of the more lurid estimates of 
Dr. Enid Charles, according to which the population of this 
country will decline very rapidly in the near future. Professor 
Myrdal, too, comes to the conclusion that the aim of a population 
policy should be the stabilisation of the net reproduction rate at 
unity. This would imply a slowly declining population in the 
near future with a subsequent stationary population. 

Many of Mr. Reddaway’s more detailed arguments have 
unfortunately become out of date owing to the war. The pensions 
problem, to mention only one instance, will probably be of a 
completely different order of magnitude from that envisaged by 
Mr. Reddaway. He himself admits that the occurrence of a 
major war (his book was published before the outbreak of 
hostilities) would make a large part of his calculations invalid. 
Whilst this is true of the detailed statistical studies and estimates 
in the book, the author has nevertheless performed an important 
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task in showing how the technique of economic analysis may be 
applied to work out the economic implications of secular 
population trends. 

Professor Myrdal is probably known to most readers of this 
JOURNAL as an expert in a different field. He is, at the same 
time, one of the foremost authorities on Swedish population 
movements, and his views on the population problem must 
command general attention. In his book, which consists of the 
Godkin lectures delivered at Harvard University, he poses the 
general question: “‘ How can a democracy arrest the impend- 
ing decline in population, without abandoning the democratic 
form of government at the same time?” He faces the fact that 
if the population problem is to be solved (i.e., a net reproduction 
rate of unity attained) within the framework of democratic 
institutions, the solution is much more difficult, for one of the 
postulates that a democratic society must make is voluntary 
parenthood. 

“‘ The first principle for a positive population in a democratic 
country, that undesirable births shall be prevented, is closely 


associated with the second principle that that birth rate shall 
not be maintained by undesired births.” (Author’s italics.) 


In order to increase the birth rate, therefore, the desire for 
births will have to be increased, and it is necessary to inquire 
what are the motives that have weakened this desire. In other 
words, research into the attitudes towards fertility and the family 
is necessary. Some people would probably hold that the author 
is a trifle over-optimistic as to the possibility of such research 
yielding fruitful results. He would rely on the Press and on field 
studies to inform him on these matters, but it is uncertain whether 
the Press reflects the opinion of the majority of the population, 
and field inquiries on a personal and intimate subject like that of 
the family will probably present a number of difficulties. Certain 
obstacles in the way of the realisation of the minimum required 
fertility (four children per fertile married couple) are, however, 
obvious; the economic obstacle is the first and foremost among 
them. These obstacles have been discussed at length, but the 
difficulty appears to be in disentangling them and in assessing 
their relative importance. Professor Myrdal recommends eco- 
nomic help to families in the shape of family allowances, and a 
general extension of the social services dealing with the family 
and the child, an attitude of which Mr. Reddaway, too, would 
approve, though on slightly different grounds. In addition to 
the economic element of the problem, there is, however, the 
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moral one, and Professor Myrdal would have the democratic state 
“ provide truthful information and education to aid individuals 
better to understand their own interests.” He believes that 
“in the long view ” truth will be more effective than propaganda, — 
and that people can be persuaded rationally that it is in their 
own interest to have more children, once the economic obstacle 
has been removed. Though these obstacles to child-bearing have 
nowhere yet been completely removed, one might ponder over 
the fact that the only country in which ameliorative economic 
measures coupled with pro-natalist propaganda have had even a 
temporary success is not a democracy, but totalitarian Germany. 

The remaining two books are of a different kind. Mr. Walshaw 
has written a short account of recent migration movements in 
this country and also deals briefly with British emigration policy. 
He stresses the potentialities of Eire as a population reservoir for 
the more densely populated dominions. An error has crept in 
on p. 16, where the author defines the net reproduction rate to be 
unity, “if each 1,000 women passing from age 15 to age 45 leave 
behind them 1,000 girl babies.” 

Professor Willcox has collected into one substantial volume a 
number of his articles dealing mainly with the population statistics 
of the United States. The collection should be useful to those 
working on American population problems, as a work of reference, 
and it will warn them of a number of pitfalls and deficiencies in 
American Census and registration statistics. 

E. GREBENIK 
London School of Economics. 


Education and the Birth-Rate. A Social Dilemma. By Grace 
G. LeyBournz and K. Wurtz. (London: Jonathaa Cape. 
1940. Pp. vii + 375. 10s. 6d.) 


Tus book, which is adorned both with a Foreword by Professor 
Carr-Saunders and an Introduction by Professor Tawney, is 
certainly the most thorough and comprehensive study which has 
yet been made of the cost of education in this country. It is the 
product of two years’ intensive research, financed by the Popula- 
tion Investigation Committee; for its aim is not merely to supply 
accurate information (of a kind that is normally very difficult to 
obtain) concerning educational costs at schools and universities 
and of professional training, but further to throw light on the 
influence of these costs upon the birth-rate. The result is a work 
of great importance for all who are interested in this aspect of 
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education, and we can only echo Professor Carr-Saunders’ conclu- 
sion that “it is no exaggeration to say that in future no debate or 
discussion upon the familiar topic of the cost of education and its 
results, which does not take these pages into account, will be 
worthy of much attention.” 

It must be confessed that the book does not make cheerful 
reading. Step by step we are taken from the elementary school 
through all the various types of schools up to the universities and 
beyond, and are shown for each stage the financial burdens and 
sacrifices which the unfortunate parents must shoulder if they wish 
to give their children as good a start as possible for their subsequent 
careers. By the end of the book we are left wondering how it can 
have been managed at all in so many cases. It is no doubt for- 
tunate for the size of the population cf this country that birth- 
control technique is still by no means accident- and fool-proof; 
that costs of education are not felt (except when the parents take 
out an educational insurance policy) in the earlier years of marriage 
and parenthood; and that it is a normal human tendency to 
discount the future, while in many cases incomes may be expected 
to increase. 

In the nature of things, there can be no direct proof that the 
single factor which the authors stress so strongly is as important 
a cause of the decline in the birth-rate as they evidently believe it 
to be; and it is difficult to avoid the conclusion that they overstate 
their case. But that the case in itself is a strong one could not be 
denied by any one who had read this book with an open mind. 

In the last chapter the authors put forward a number of 
interesting suggestions for altering our educational system so as 
to mitigate some of its more oppressive financial burdens. In par- 
ticular, following the lines of the Hadow and Spens Reports, they 
urge the necessity for creating a universal system of post-primary 
education in which equality of status and treatment is secured for 
all the schools comprised in the system. Quite apart, however, 
from the State system the existence of the so-called “ public” 
schools creates a privileged class whose future prospects in a 
number of occupations are better than those who have not had 
this expensive type of education. So long as this persists, so long 
will there be an inducement on this ground to restrict the size of 
families—a tendency which in turn reacts back upon those schools, 
and in a number of cases is already threatening their continued 
existence. But, as the authors point out, “even if... our 
‘ public ’ and other independent schools were abolished altogether, 
a certain pressure of costs of education on the birth-rate would in 
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all probability still continue. There is every likelihood that while 
motives for scaling the social ladder persist, and while education 
is recognised as an eminently accessible mode of rising, some other 
means would be found by certain parents for securing an education 
set apart from that most common. There would grow up new 
schools or a system of private tuition which the élite and those 
aspiring to that status would provide for themselves, a development 
which the history of the U.S.A., despite its cheap and universal 
State education, has shown during the last generation or two to be 
inevitable in a society where social climbing is a powerful interest.” 

The dilemma is a very real one, and goes even deeper than the 
authors appear to think. It is not merely a matter of a change of 
attitude against “‘ education primarily as subservient to economic 
ends and as a weapon for social distinction.”’ It is an important 
fact that any system of education along mass lines must leave a 
genuine need, purely on educational grounds, for a different and 
more individual or selective type of teaching; and the benefits 
resulting from this will be a reality whatever may be the scale of 
social values in the community in question. It follows that access 
to these advantages will remain an object of desire to parents and 
that the struggle, which our authors wish to avoid, to provide 
children with something better than the standard bill of fare, will 
still continue. It is possible that some such considerations were 
at the back of their minds when they framed the concluding para- 
graph of this book, which comes as a rather surprising anti-climax 
to what has gone before: “‘Short of this [the accordance of new 
dignity to occupations now counted inferior] and of the achieve- 
ment of a full Hadowism, it would seem wise, in drawing up a 
general policy for combating the decline of fertility, to rely upon 
eradicating or counterbalancing other, and perhaps more powerful, 
causes at work upon fertility to-day, rather than to tamper with 
the costs of education. It may be that prudence imposed by the 
strain of financing education could be outweighed by the creation 
or liberation of stronger incentives to rearing large families. A 
greater influence might be invoked to overshadow a lesser.” 

C. W. GuILLEBAUD 
St. John’s College, 

Cambridge. 















318 THE ECONOMIC JOURNAL [JUNE-SEPT, 


Industry and Government in France and England, 1540-1640. By 
Joun U. Ner. (Philadelphia: American Philosophical 
Society. 1940. Pp.x-+ 162. $2.00.) 


ProressoR NeF has followed up his two articles, already 
published, on industrial capitalism in England and France 
between 1540 and 1640 with the present short book, which deals 
with a third aspect of the subject, the industrial development in 
its various relations with the State. In approaching the book 
it is necessary to remember the articles which precede it, because 
its scope is partly determined by theirs. The emphasis is on 
new developments, and so the book is not intended to cover the 
whole ground indicated by the title. It hardly touches the 
theoretical questions handled in the same connexion by Professor 
Heckscher in his Mercantilism ; and it pays scarcely any attention 
to some of the industries which occupied the greatest share of 
the State’s attention, at least in England. There is practically 
nothing about the woollen manufactures, nor about the building 
industries, shipbuilding, or gun-founding. The Stannaries are 
dismissed in a sentence on the ground that they were legally 
ducal and not royal. The emphasis is on the industries about 
which Professor Nef has already told us so much, mining and 
metallurgy in the first place, and then saltpetre and gunpowder, 
salt, and the “new manufactures”’ like paper, glass and the 
French luxury crafts. In some of these fields much work has 
been done already in both England and France; but Professor 
Nef is an indefatigable searcher in archives, and he gives much 
new information about many of them, and particularly about 
the manufacture of saltpetre and gunpowder in France. 

The difficulty of a comparative study of the two countries in 
this matter is that they were so unlike. France was much 
larger; it had a strong monarchy with feeble representative 
institutions, a population on the whole submissive, a powerful 
professional administrative machine, and consequently a public 
revenue large in proportion to the national wealth. In England 
the monarchy was losing ground to parliament; there was often 
resistance from all classes; administration was largely in the 
hands of unpaid justices of the peace with interests of their own; . 
no Government succeeded for long in raising the revenue it needed. 
The two countries differed as much in economic development as 
they did in institutions. England, with its greater resources of 
practicable coal and metals, with its growing overseas commerce 
and with its changing agrarian life, underwent an “ industrial 
revolution.” France didnot. While in France, therefore, regula- 
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tion by the State increased in extent and effectiveness, in Eng- 
land, apprenticeship, guild control, and the other defences of the 
small enterprise all gave way before private initiative. Professor 
Nef, who several times refers to Professor Tawney, to Professor 
Maritain, and to contemporary controversies in the United 
States, has much in mind the evils of uncontrolled individualism ; 
but he recognises that in his period the royal authorities in both 
France and England were themselves not always disinterested 
(eg., p. 137), and that private enterprise was at least sometimes 
the only possible way of carrying on expansion efficiently (e.g., p. 
114). He does not ask the question whether the English parlia- 
ment, by its access to economic knowledge, was better qualified 
to legislate for industry than the French Crown or the sometimes 
imperfectly informed English Privy Council. His discussion of 
the main issues would have been clearer if he had not used the 
word ‘‘ participation ” (e.g., on pp. 104, 107, 113, 117) to cover 
not only the actual conduct of industrial activities by Government, 
but also the control of the activities of subjects. In the same 
way, the sections on iron in France and salt in England seem out 
of place in the chapter on “ Royal Participation in Industrial 
Enterprise,” since the Governments were concerned only to raise 
revenue from them, not to guide their production, and not to 
make profits from sharing in that production. 

From the data presented by Professor Nef it is possible to 
form a picture of the relations of Government and industry in 
the two countries, and his statement is often refreshingly sharp 
and clear. When he goes outside the economic field he does, 
indeed, sometimes commit himself to surprising statements. It 
is a caricature to say of the opposition to Charles I: “‘ They 
were determined not to part with their wealth even if they had 
to destroy their king in order tu keep it” (p. 131). It is not 
much less to say that in England this was “‘ a barren age for . . . 
all the decorative arts” (p. 103). It is a superficial reading of 
Macaulay to say that he “did not realise that industrial and 
economic changes played an important part in producing ” the 
incompatibility between the views of the Stuarts and their 
opponents (p. 150). But the book contributes substantially to 
the economic history of the period; and it marks another step 
in the process, which must still be a long one, of bringing together 
the economic histories of the different European nations into 
their places in the whole to which they belong. 


All Souls College, 


G. N. CLarkK 
Ozford. 
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The Iron and Steel Industry in South Africa. By C. 8. Ricwarps, 
(Johannesburg : Witwatersrand University Press. (Brad- 
ford: Percy Lund Humphries.) 1940. Pp. lxi + 471 + 
Statistical Appendix. 25s.) 

Tuts detailed and comprehensive study is the outcome of an 
investigation which Professor Richards undertook, at the request 
of the Gold Producers’ Committee of the Transvaal Chamber of 
Mines, into the present position of the iron and steel industry of 
South Africa. 

In Part I, the history of the development of the industry is 
traced from its beginnings in the years before the Boer War to 
the outbreak of the present war, and, in an addendum to the 
introductory summary, an attempt is made to appraise the effect 
of the war upon the industry. This historical survey makes it 
plain that in South Africa, as in many other countries during the 
same period, Government policy with regard to the industry has 
been determined by political rather than by economic considera- 
tions. Part II, which is both descriptive and analytical, is a 
mine of information relating to almost every aspect of the industry. 
The technique of production, the location and organisation of 
the industry, the competitive position and price policy of “ Iscor ” 
(the South African Iron and Steel Industrial Corporation Ltd.) 
and a wide range of related topics are discussed at length. Despite 
all this, however, it is much to be doubted whether any but the 
most persevering readers will be helped to decide whether an 
investment of some £8} million (mostly of taxpayers’ money), 
combined with a system of discriminating prices, high import 
duties and a difficult labour problem, is sufficiently repaid, even 
in time of war, by an annual output of some 330,000 tons of open- 
hearth basic steel, which may be estimated as the equivalent of 
250,000 tons of finished steel products, or probably less than one- 
third of South Africa’s consumption of these products. Part III 
is made up of statistical appendices which include the production 
of iron and steel in the principal producing countries (the figures 
for South Africa have to be looked for elsewhere), and price 
statistics for pig iron and for each of the principal classes of 
finished steel products. 

The volume is a monument to the author’s industry and pains- 
taking thoroughness. It cannot, however, be said that it makes 
easy reading. The impression which it leaves upon the present 
reviewer is that it is as if the report of a Royal Commission, 
including the report proper, minutes of evidence and appendices, 
were presented in a single document. The result is that, even 
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with the help of a lengthy introduction, it is difficult to obtain a 
general picture of the industry in South Africa. Nevertheless, 
it can be said with certainty that the volume contains all the 
material for such a picture and that economists and economic 
historians will have good reason to be grateful to Professor 
Richards for his labours under difficult conditions. 
E. D. McCatLum 

Leamington Spa. 


Hitler’s “‘ New Order” in Europe. By Pauw Ernzic. (London: 
Macmillan. 1941. Pp. xii+ 147. 7s. 6d.) 

The Social Policy of Nazi Germany. By C. W. GuILLEBaup. 
(Cambridge University Press. 1941. Pp.  viii+ 134. 
3s. 6d.) 


Tue difficulty in writing a book about the New European 
Order is that, whatever it is, it is not an “‘ Order.” It is a dis- 
organised jumble of old and new, of economic and non-economic— 
above all, of fair promises and brutal deeds. Dr. Einzig has tried 
to provide us with a systematic picture of what it stands for. If 
he has not wholly succeeded the fault lies not with him but with 
his theme. 

Two preliminary chapters deal with the origins and the 
political aspects of the N.E.O. Thereafter Dr. Einzig is entirely 
concerned with it as a plan for economic exploitation. First he 
sets out the claims made for it by its proponents. These are 
condensed into ten propositions, which are both clearer in them- 
selves and more consistent with one another than is justified by 
the material to which they refer. (After all, most pronounce- 
ments about the aims of the N.E.O. come from people with no 
official standing; others are addressed to particular audiences 
and are formulated without reference to one another.) Allowing 
for this, Dr. Einzig’s ten propositions do fairly cover the main 
elements of the plan as I understand it. 

Each proposition is then subjected—in Chapters IV to XIII— 
to ruthless analysis in the light of Germany’s actual pre. tice. 
Dr. Einzig sets out to prove that Germany has no intention of 
fulfilling any of her promises to the oppressed peoples of Europe. 
I for one am sure that he is right. And the evidence from what 
the Nazis have done so far, and from what some of their leaders 
have let slip in candid moments as to their intentions, constitutes 
in Dr. Einzig’s hands a truly impressive indictment. True, they 
do not prove the emptiness of the rosy New Order propaganda 
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put about by the Nazis and their apologists. But they are 
certainly worth having on record. As 2 collection of material on 
Germany’s present behaviour in Euroye Dr. Einzig’s book is 
excellent. It would have been better still if he had indicated his 
sources. 

Mr. Guillebaud, on the first page of his book, explains that he 
proposes to understand by Social Policy “‘ the intervention of the 
State or other public authority for the purpose of improving the 
conditions of work and life of the people.” This is a serious and 
prejudicial restriction of the scope of his study. First, he confines 
himself to the economic sphere, saying nothing whatever about 
education, religion, public health, or other aspects of Nazi social 
policy. Secondly, he deals only with Nazi social policy towards 
‘the people ” of Germany, and does not undertake to deal with 
the treatment of the peoples in the occupied territories or of the 
minorities within the Reich itself who for reasons of race or creed 
are no longer accounted by the Nazis as part of the German 
people in the full sense. 

In other words, his book is about Nazi labour policy inside 
Germany; its chapters cover questions of employment and 
conditions of work, social insurance, public assistance, housing 
and family life (in its economic aspects). 

Within these limits the book is as competent and accurate as 
we should expect from Mr. Guillebaud. Any serious student 
looking for information on the specific questions dealt with will 
find what he wants in a clear, condensed and reliable form; 
though he may be surprised to find no reference to the problems 
raised by the huge army of imported foreign labour. 

But his book is not addressed primarily to serious students. 
It is intended for a public which, justifiably or not, will expect 
from it an appraisal of Nazi social policy as that public under- 
stands the phrase. In his last chapter Mr. Guillebaud remembers 
this wider public. He abruptly widens the scope of his subject, 
and refers in terms of suitable regret and disgust to the Gestapo, 
the suppression of freedom of thought and the treatment of the 
Jews, while gratuitously adding that these blemishes on the Nazi 
escutcheon are also to be found in the conduct of the Bolsheviks 
in Soviet Russia. But it is too late. Mr. Guillebaud has by 
that time given the impression that he is only really interested in 
those aspects of Nazi social policy in which—as it happens—that 
policy can be presented in quite a favourable light. 

I agree, of course, that the ordinary German working man has 
in many ways benefited under the Nazi régime. I agree that 
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many of his leaders have been in part genuinely concerned for 
his welfare. I agree that in many articles and pamphlets about 
Nazi social policy written in this country hatred of the Nazis has 
been allowed to conquer over love of the truth. 
But what a pity that Mr. Guillebaud in trying to stand upright 
should give the impression of leaning over backwards. 
LINDLEY FRASER 


London. 


1. Japanese Industry: Its Recent Development and Present 
Condition. By G.C. Auten. (Pp. 124. 5s.) 
2. Government in Japan, Recent Trends in its Scope and Operation. 
By C. B. Faus. - (Pp. 114. 5s.) 
3. The Problem of Japanese Trade Expansion in the Post War 
Situation. By Mriretam S. Fartey. (Pp. 93. 5s.) 
4. British Relations with China: 1931-1939. By I. 8. Friep- 
MAN. (Pp. 255. 10s.) 
5. Australia’s Interests and Policies in the Far Hast. By J. 
SHEPHERD (Pp. 212. 10s.) 
6, New Zealand’s Interests and Policies in the Far East. By 
I. F. G. Mitnzr (Pp. 131. 5s.) 
1. Far Eastern Trade of the United States. By Ernex B. 
DretricH. (Pp. 116. 5s.) 
8. American Policy in the Far East, 1931-1940. By T. A. 
Bisson. (Pp. 162. 6s.) 
9. Prerequisites to Peace in the Far East. By N. Perrer. (Pp. 
121. 5s.) 
10. The Chinese Army. By E. F. Cartson. (Pp. 139. 5s.) 
All published by the Institute of Pacific Relations (1939-40). 


THESE publications fall into three groups: (1-3) The internal 
problems of Japan; (4-6) The relations of the British Empire 
with China and Japan, of Great Britain, Australia and New Zea- 
land respectively; (7-9) The position of America in the Far 
East, her trade, policy and estimate of the situation. The mono- 
graph on the Chinese Army is an aside, which is not related to the 
other publications, and, incidentally, is so badly written that it 
may be neglected. 

It will be clear from the titles that we have a varied bill of 
fare. Nevertheless, when we read them, it becomes obvious that 
the sauce is always American. Thus, Friedman’s British Relations 
with China does not present either an objective survey of events 
nor what Great Britain sought to achieve. It is merely a criticism 
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of British policy from an American angle, and disproportionate 
attention is given, both in this and other of the volumes, to an 
apparently famous occasion on which America took the lead in 
threatening Tokyo more vigorously than England did. The 
Australian volume is of unusual interest because of Australia’s 
very real effort to maintain her wool market in Japan, and the 
price which some of her statesmen thought it worth while to pay 
for this. But this price was always less than one which infringed 
the white Australia policy. The writer, himself, I think an Aus- 
tralian, seems to agree that one way in which the British Empire 
could appease Japan would be by opening fully the markets of 
the Colonial Empire to the latter’s textiles. But this surely is 
rather mean diplomacy. Lancashire, so long the staunch upholder 
of free trade, is now, forsooth, the villain of the piece, because she 
pressed for a small preference for her textiles in the contracted 
markets of the East. 

The New Zealand volume has its own interest. It does not 
forget that New Zealand supported the continuation of the 
Anglo-Japanese alliance in 1921. It admits the lateness with 
which the citizens of New Zealand awoke to their interest in the 
Sino-Japanese war. The New Zealand press was shy of the last 
moment compromise with Tokyo by the Chamberlain Govern- 
ment, but was quick to point out the real reason for the surrender. 


“To the extent that the compromise in Tokyo is based on 
the principle that the British Government’s primary concern 
at the moment is with the European situation . . . it is not 
open to criticism. Only an assurance of full support from 
the United States could have justified an unyielding stand 
against Japan: and at present United States foreign policy 
is paralysed by the deadlock in Congress on the neutral.ty 
issue.” 


The American volumes, and in particular that by Bisson, 
interested me most. Chapter VI of the last deals with the 
Philippine Commonwealth, and is really significant; for it shows 
us how America has acted in the one Far Eastern sphere in which 
something more than talk was necessary. We read in this chapter 
how the United States, in imposing independence on the Philip- 
pines, threatened them with economic (and now political) danger. 
Of the step-by-step independence programme we are told: “ The 
essential elements in this programme were wholly lacking in 
reciprocity. The Philippine Government has no authority to 
curtail American imports into the islands, nor to alter Philippine 
tariff rates except by consent of the President.” And again, 
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“The coconut-oil industry, second in importance to sugar in 
Philippine export trade, is threatened by the growth of American 
excise and intrastate protective taxes, which are vigorously 
supported by American dairy and farm groups.” It is very clear 
that baling out may hurt most the country on which the abandoned 
craft crashes. 

For as much as the series runs to so many volumes, it is a 
pity that the one volume which Americans only could have 
written has not been attempted, namely, a consideration of how 
far the immigration policy of the Pacific countries, headed by 
America and followed by other countries of the Empire, has 
thrown Japan back on China, and thus been the real cause of the 
impasse. Instead of a frank analysis of their own shortcomings, 
the writers devote themselves to two lines of approach: (1) a 
constant suspicion of Western, and in particular of British, 
imperialism (most of all of the imperialism that owns and 
restricts the tin and rubber of Malay), and (2) a somewhat form- 
less examination of Japan in three slender volumes, each of them 
well enough informed, but, as they stand, lacking in common 
purpose. It is not in this way that justice to Japan can be done. 

Finally, as we put down the last volume (whatever be the 
volume with which we end), we feel that we know even less of 
China than when we started. There is nothing in these pages so 
intimate and convincing as the volume to which Professor Tawney 
has written a preface, entitled “Agrarian China.”’ Their real value 
is the light which they throw on the attitude of educated 
Americans to world politics and in particular to those phases of 
them in which England and the United States rub shoulders, 

C. R. Fay 
Cambridge. 


The National Income of British India, 1931-1932. By V.K.R. V. 
Rao. (Macmillan & Co. 1940. Pp. ix+ 240. 10s. 6d.) 


TuE welcome appearance of Dr. Rao’s book on the national 
income of British India raises, among other matters, the problem 
of the concept of national income and its measurement. The 
book is a most timely one, as in war-time the national income of a 
country is of great importance. It is not only an indication of a 
country’s economic activity, but it is in many ways indicative 
of the way in which a country is turning over from a peace-time 
to a war-time economy. In war-time national income changes 
with such rapidity that it is difficult to say with accuracy that it is 


a fixed amount for any definite twelve-month. We have to think 
No. 202-3.—voL. LI. Zz 
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of it rather as a rate. In more ordinary times it is useful as an 
indication of the standard of life which a country supports, and 
it is of much value in public finance. It serves to register the 
country’s economic progress, and within limits is useful in making 
comparisons of progress in the same country at different times, 
and also between different countries if care is taken in regard to 
the items in the national income that go to make up the concept 
in the countries compared. It is useful, too, to see how the 
national income is divided among the various classes of the com- 
munity, between the individual and the community, and also 
between consumption and capital accumulation. 

It is no easy matter to measure the net total of the com- 
modities and services produced by the people comprising a nation, 
as theoretical problems arise, such as the inclusion of income from 
outside ; the property principle cuts across the territorial principle, 
and the existence of normal conditions in international trade and 
capital movements is frequently implied in the definition. In 
other words, the national income of a country departs from the 
territorial principle by including in national income receipts from 
capital invested abroad, and it may exclude payments on foreign 
capital in the country. We may also include in national income 
the earnings of shipping and other internationally operated 
agencies owned by residents. There is, too, the question of 
the inclusion or exclusion ard the basis of evaluation of various 
commodities and services that are to be added into a national 
total. There are differences in the type of statistical data used 
and in the methods employed. In short, the inclusion, exclusion 
and evaluation of commodities and services that are to be added 
into a national total offer the widest range of theoretical problems, 
and this is the point in Dr. Rao’s first chapter, in many ways the 
best chapter of the whole book. 

There are commodities and services to which no flow of money 
payments corresponds, and these are ordinarily excluded. Thus, 
goods and services received in barter or received gratis, or goods 
and services produced and consumed within the individual 
economic unit may be excluded, as in the case where employees 
are in part supplied with food by employers. In the case of com- 
modities and services produced and consumed within the in- 
dividual economic unit, the main problem is to segregate the 
economic from the non-economic activity, and the dividing line 
between such activity differs from country to country and from 
time to time. The personal services of housewives are usually 
omitted in national income estimates, although this method of 
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omitting the value of personal services rendered within the house- 
hold leads to the paradox mentioned by Pigou, of a decline in 
national income resulting from a man marrying his housekeeper, 
or, as at the present time, of an increase in national income because 
of the shift of women into war work. We sometimes have to 
achieve consistency at the expense of reality. Gratuitous money 
payments such as gifts and charity are to be excluded except in 
so far as they constitute an indirect flow from the business system 
to the individuals and therefore have not been recorded elsewhere. 
Pensions and disbursements by business enterprises out of surplus 
or capital may also be treated in the same way as charity or relief. 
The current parodox that an increase in government loans would 
raise the national income if payments on unproductive loans 
are included in national income, is not puzzling if we remember 
that a rise in indebtedness of private industry would similarly 
raise the volume of national income. 
The International Institute of Statistics some time ago set up 
a Committee to examine this question, consisting of the late Lord 
Stamp (Great Britain), Mitchell (United States), Colson (France), 
De Fellner (Hungary), Gini (Italy), Makaim (Belgium), Vandellos 
(Spain), Verrijn Stuart (Holland), Wagemann (Germany), Winkler 
(Austria) and myself. One report was published in 1936, on the 
Methodology of National Income with special reference to India, 
by the reviewer.1 The White Paper recently published with 
the British Budget (April 1941)* has done much good in the 
direction of correct thinking in regard to the national income, and 
at the same time the ingredients—rents, profits and interest 
(before deduction of tax), salaries, wages (including payments to 
the armed forces and shop assistants’ salaries), and other income 
such as the earnings of salaried workers or of workers on their own 
account whose incomes are below the income tax exemption limit 
—have been set out. It is possible from the White Paper to give 
the ingredients in addition to this net national income, such as 
personal incomes, direct tax liabilities of individuals and net 
incomes of institutions, indirect taxes and rates, depreciation 
allowances, and, during the current year, the dis-investment of 
capital (in excess of depreciation allowances). This information 
will, it is hoped, be a guide to economists and statisticians as well 
as to governments interested in the calculation of national income. 
It will thus be seen that economists are now coming to the 
view that at long last when we speak of national income without 
qualifying the definition of that income, we mean something far 


1 Review of the International Institute of Statistics, The Hague, 1936. 
® Cmd. 6261. H.M. Stationery Office, London, 1941. 
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more definite than was meant some years ago. The day is now 
arriving when the expression “ national income” should be taken 
to mean the value of the output of goods and services produced in 
a twelve-month, excluding what is required to maintain and replace 
the national capital. In short, we should mean the net national 
income of the country. If we speak of gross national income we 
should include what is required to maintain and replace the national 
capital. In the White Paper just referred to, the national 
income is taken to be the net national income. The valuation 
should be, not the value at factor cost, the cost at which the 
output is produced, but the cost plus the indirect taxes and rates 
that have to be included before the output can be sold. In the 
White Paper net income, it is true, is valued at factor cost, as 
does Keynes in his Concept of National Income in the Economio 
JOURNAL, March, 1940.4 It is, however, preferable in many cases 
to value it at market prices, and thus include indirect taxes and 
rates. The great advantage of this is that we can compare the 
income of one year with that of another by means of wholesale 
index numbers. In the case of, gross national income the goods 
and services used for maintaining capital are currently produced 
and can be used to meet current expenditure if required. 

It is now important to see how far Dr. Rao’s definition co- 
incides with the net national income or with the gross nativnal 
income. His definition is as follows :— 
















































“* The National Income of a country is the money value of 
the flow of commodities and services, excluding imports, 
becoming available for sale (or capable of being sold) within 
the period, the value being reckoned at current prices, minus 
the sum of the following items : (a) The money value of any 
diminution in stocks that may have taken place during the 
period; (6) The money value of the flow of goods and services 
used up in the course of production; (c) The money value of 
the flow of goods and services used to maintain intact exist- 
ing capital equipment (value being reckoned at current prices 
in all these cases); (d) Receipts of the State from indirect 
taxation; (e) Favourable balance of trade including trans- 
actions in treasure; (f) Net increase in the country’s foreign 
indebtedness or the net decrease in the holdings of balances 
and securities abroad, whether by individuals or the Govern- 
ment of the country. The first part of the definition corre- 
sponds to gross income; the second clause enumerates the 
deductions necessary to reduce it to net income.” 


The main point of Dr. Rao’s definition is that he rightly includes 


1 Economic JouRNAL, Vol, L, p. 60; ef. Keynes’ General Theory of Employment, 
Interest, and Money, chapter 6, p. 53. 
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goods and services and emphasises the importance of the difference 
between net and gross national income. In both cases this 
national income, if valued at market prices, includes indirect 
taxes and rates. If we should care to have for any special 
purpose other ingredients of the national income it would be 
necessary to state in the clearest possible way that we are using a 
special definition. For example, national income has been taken 
to mean the total of net individual incomes, including incomes 
that are enjoyed without any current return to the community, 
notably old age pensions and national debt interest. These 
should not be included in the national income, but at the same 
time they are subject to taxation. If, therefore, a government 
desired to know the total of incomes on which taxation can be 
levied, it would be necessary to add to the net national income, 
transfer incomes. It might be necessary even to know the total 
of incomes on which a government can levy, even if depreciation 
were not allowed for. National income would then be gross 
individual income. It might also be desirable to know the total 
of personal incomes as distinct from corporate incomes—the 
amount that persons, apart from companies, have available to 
spend. It would then be necessary to subtract the direct tax 
liabilities and the undistributed profits of companies from the 
net national income. Again, in war-time it may be necessary 
to know the goods and services produced in a twelve-month 
and also the existing capital required for emergency purposes, 
in the way of mobilising foreign assets, postponing the replacing 
of capital, and soon. This would measure the goods and services 
of an income or of a capital nature that can be used in the prosecu- 
tion of a war. Fellner and several other Hungarian economists 
and statisticians define national income as excluding services.' 
They hold that the sphere of national economy is outside the 


_ sphere of private economy, and in Russian Soviet literature * the 


term ‘‘ national income ” usually refers only to material values. 
Fortunately the efforts of economists are bearing much fruit, 
and such definitions are exceptional. I do not propose here to 


.go into further detail as to how far we should include income 


from abroad and the corporate and undivided income of com- 
panies. The main point is for us to have a clear notion in regard 


1 Tle National Income of Hungary, a contribution to the problem of estimating 
the national income. By Frederick de Fellner (19th Session of the International 
Institute of Statistics, Tokyo, 1930). 

* “ Narodny dokhod SSSR i ego raspredelenie *’ (National Income of the U.S.S.R. 
and its distribution). Vladimir Kats, Moscow; 1083. Cf. ‘* Ponyatie narodnogo 
dokhoda i ego elementi”’ (The Concept of i e and its elements). 





Sotsialistichesko Ekhozyaystvo, 1929. 
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to gross and net national income, and this is a strong point in Dr, 
Rao’s favour. 

The ideal valuation in a country like India, where agriculture 
is so important, is to obtain as far as possible harvest prices for 
the value of output, i.e., the prices actually received by farmers 
for their produce, and to build up the values from small units, 
Where harvest prices are not available, care must be taken to use 
wholesale market prices. The question of valuation is im- 
portant because the value of jute, forjexample, at Calcutta prices 
may be 50 per cent. higher than at the prices received by the 
cultivators. If the cotton crop were to be valued at Bombay 
prices instead of at harvest prices its value would be of the order 
of 55 per cent. higher. Dr. Rao in Chapter IV of his book computes 
the quantity and value of agricultural output. In Chapter V he 
estimates the quantity and value of livestock products, such as 
milk, meat, wool, etc., and in Chapter VI the quantity and value 
of fish, forest produce and minerals. He then turns to calculations 
of the income of all earners engaged in non-agricultural occupations. 
Throughout his enquiry he uses the income method of calculation 
as well as the census, or inventory, method, the latter depending 
upon production figures. In Chapters VII—XIII he covers a great 
deal of rough country with much skill, and in Chapter XIV he 
estimates the net income of British India for 1931-32 as lying 
between Rs. 15,878 millions and Rs. 17,904 millions. ‘“‘ We 
can,” he says, “ put the same thing in another way by saying 
that the income of British India for 1931-32 amounted to Rs. 
16,891 millions with a margin of error of + 6 per cent. The 
per capita income amounted to Rs. 62 with a margin of error of 
+ 6 per cent.” He makes no allowance for under-estimation 
in the case of the value of agricultural output or in that of incomes 
assessed to income tax. He does, however, make a calculation 
on the basis that the actual output of agriculture is under-estimated 
by 10 per cent. and income tax by not less than 5 per cent., and 
gets a figure which lies between Rs. 16,651 millions and Rs. 
18,677 millions. In other words, a total net income of Rs. 17,664 
millions with a margin of error of + 6 per cent. or a per capita 
income of Rs. 65 with a margin of error of + 6 percent. Dr. Rao 
rightly concludes with a caveat that his study cannot be compared 
with similar attempts for Great Britain or for other advanced 
countries which have more ample data, such as Censuses of 
Production. 

It is interesting to compare Dr. Rao’s estimates with those 
which I have made. Dr. Rao does not seem to have had access 
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to the third edition of my Poverty and Kindred Economic Problems 
. in India, published under the aegis of the Governmeni of India, 
in which the National Income of British India for 1931-32 is given 
as of the order of Rs. 17,000 millions,or £1,277 millions. He has 
also, perhaps, not examined the analysis given in Chapter XV 
of my Science of Public Finance,? where the data have an im- 
portant bearing on the measurement of taxable capacity. The 
closeness of Dr. Rao’s estimates to mine are striking, and it can 
be said without fear of contradiction that they have been arrived 
at independently. In a future edition of his book Dr. Rao might 
amplify the details given of the work of his predecessors and 
contemporaries. It is somewhat unfortunate that the enquiries 
made by the Government of India have hitherto been kept 
confidential. They ought not to be, as the material would be 
invaluable to careful students like Dr. Rao, and if subjected to the 
criticism of professional economists in India and abroad, the 
estimates could be improved upon. When the reviewer was 
Director of Statistics with the Government of India from 1914 to 
1921, very careful enquiries were made with the help of Govern- 
ment Departments and Local Governments. The Economic 
Adviser to the Government of India, Dr. T. E. Gregory, and 
other economists, have been studying the data in recent years, 
and the more study devoted to this subject the better for all 
concerned. 

Special care should be used in the handling of per capita 
figures of national income, not merely between country and 
country, but even in the same country. These estimates show 
the comparison of one year with another, and are usually an average 
of man, woman and child. They do not show the distribution 
of income about the average, which is as important as the average 
itself, since the distribution of wealth is an important factor in 
absolute taxable capacity. The average income per head is not 
the average obtained by dividing the income by the total number 
of adult wage earners or heads of families. A rough estimate 
of the economic strength of a nation may be obtained by multi- 
plying the aggregate income of the inhabitants by their average 
income. It is sheer charlatanism to compare the per capita 


1 Government Press, Delhi, 3rd edition, 1935. 

* 3rd edition, Macmillan & Co., London, 1936, Vol. I. 

* This is in accordance with the mathematical law which states that if A 
varies as B when C is constant, then A will vary as B x C when both B and C 
vary. If two rooms have the same length that which has the greater breadth 
has the greater area, and if two rooms have the same breadth that which is the 
longer has the greater area. Similarly, in two countries having the same aver- 
age national income that country which has the greater aggregate income is 
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figures of different countries with varying standards of living 
and marked differences in production, customs and habits and algo - 
in prices. Thus if a comparison is made with British income, the 
comparison should be with countries like the United States, 
Germany, and other advanced industrial countries. Similarly, 
in the case of India a comparison should be made with China, 
Japan, and with Greece, Bulgaria, Northern Italy, and Yugo- 
slavia, where agricultural methods are not dissimilar. For 
example, in China the average per square mile is 1,783 people, most 
of whom live on agriculture with no other subsidiary occupations, 
Rice is the chief crop, as in India and Japan. Many villages are 
self-sufficing and are almost landlocked, there being no roads and 
means of transport. Houses are of clay and consist of a single 
room with a sleeping place heated from below. Japan, which 
resembles China in its agriculture, has an average number per 
square mile of 2,350. In Japan, however, there is a much better 
exploitation of the soil, more modern implements, and a closer 
contact with the outside world owing to the rural population 
being able to read and write. “The peasant is a dynamic 
element in Japanese economics, he zealously strives to increase his 
income, he is exposed to all the temptations of his age.” 1 In 
India the standard of living is as low as in Japan, although higher 
than in China, and village houses are of mud or thatch. In parts 
of Greece the wooden ploughs are of the same design as those 
used more than 2,000 years ago. In short, per capita figures 
are in most cases of little value except in comparing one year with 
another in the same country, and even then they have limits. Sir 
Robert Giffin once said: ‘“‘To take statistics haphazard from 
statistical abstracts and dictionaries, and assume that figures 
called by the same name in different countries have exactly the 
same values, is either foolish or dishonest.” * 

With commendable frankness Dr. Rao outlines the attempts 
which he made to obtain data without official assistance. “ We 
attempted, rather foolishly,”’ he says, “a gigantic industrial and 
wage census. We sent to 8,000 industrial establishments in 
India, employing more than 20 workers each, and including 
concerns run by the State and local authorities, two forms and a 
circular letter. One form related to details of the value of 
industrial output, the other to the number of workers employed, 
economically the stronger. If two countries have the same aggregate income, 
that which has the greater average income (thereby showing a greater aggregate 
income for a smaller population) is economically the stronger. 


1 Encyclopaedia of the Social Sciences (Macmillan & Co., 1930), Vol. I, p. 591. 
2 Economic Inquiries and Studies, 1904, Vol. II, p. 60. 
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tabulated into a small number of wage groups; the circular 
letter, after an impressive catalogue of personal achievements 
and a judicious exploitation of the august reputation of the 
Garton Trustees, requested that the forms should be filled up and 
returned to the writer.” Of the replies received, only 130 contained 
the information required. ‘‘ Recognition of our own foolishness,” 
Dr. Rao continues, “‘ only aggravates the feeling of loss at missed 
opportunities; and the weight of self-censure is the heaviest of 
all.” He rightly confines his estimates, as the reviewer has done, 
to British India, and it may be stated here that Mr. Colin Clark 
in his Conditions of Economic Progress ' is not correct when he says 
that my data refer to all India, including the Native States. My 
figures refer only to British India, but Mr. Colin Clark doubtless 
has not had access to the detailed data in my Poverty and Kindred 
Economic Problems in India. 

Dr. Rao’s book is one which is worth buying, reading and 
keeping. Like the White Paper mentioned above, it deals with the 
important question of national income, and if it helps even in a 
small degree to show the desirability of our using, when we speak 
of national income, the net national income of a country on the 
lines outlined above, it will have more than fulfilled its purpose. 
It may also assist in propagating the view expressed above that at 
all events the ingredients of national income should be shown so 
that in international comparisons like may be compared with 
like. We should then have a comparison of the productivity of 
nations and per capita income figures, especially when adjusted 
for differences in the purchasing power of money, to measure 
economic welfare. If the series were long enough it would be 
possible to suggest whether the countries compared are growing 
richer or poorer and how rapidly the changes are taking place. 
In other words, we should be able to measure in comparable units 
to a degree that does not at present obtain, something definite 
and significant. 

G. FinpLay Sairras 
University College, 
Exeter. 

1 The Conditions of Economic Progress, by Colin Clark (Macmillan & Co., 

London, 1940, p. 42). 











NOTES AND MEMORANDA 


INTERNAL INCONSISTENCY IN D. H. Ropertson’s “ Saving 
AND HoaArDING”’ CONCEPTS 


Dr. Wirit1aAmM FELLNER has pointed out a case in which 
“‘ Saving ” and “ Investment,” as defined by Robertson, can be 
equal over successive “ days,” yet the size of money incomes 
changes, accompanied by probable changes in the price level.! 
He concludes that equality of Robertsonian savings and invest- 
ment does not necessarily imply stability of money incomes 
over time. It is the purpose of this note: (a) to generalise Dr. 
Fellner’s special case; (b) to show the omission and apparent 
inconsistency in Robertson’s original treatment that enabled 
him to miss the flaw; (c) to show how the defect can be remedied 
so that, under an amended definition, equality of “savings” 
and “investment” from day to day will necessarily mean 
equality of money incomes over the same stretch of time. 

Mr. Robertson in his famous article on ‘“‘ Saving and Hoard- 
ing’ assumes that a man’s “disposable income”’ is the income 
received not on that ‘“‘ day ”’ but on the previous “day.” The 
“day” is a finite period in which “our definition,” unless 
otherwise stated, ‘‘ does not admit of a piece of money coming 
to do more than one job in a day.” Savings on any one day is 
the difference between income paid out on the previous day 
and outlay on consumer’s goods in the next day—the day in 
question. Investment is defined as “expenditure on new 
instrumental goods ” on the day in question. 

Dr. Fellner’s special case is as follows : 


Assume, for example, that the expectation of rising 
prices enables the workers in a particular period to demand 
successfully a general wage increase. Assume further that 
the total additional wage sum is spent in the next period 
on consumption goods, and that the expenditure on capital 
goods remains the same in both periods. . . . According 
to the Robertsonian definition, no investment has taken 
place. For it would be highly unusual to define additional 
wage payments as “expenditure on new instrumental 


1 Fellner, ‘‘ Savings, Investment, and the Problem of Neutral Money,” 
Review of Economic Statistics, Vol. XX, Nov. 1938, p. 185. 

2 Robertson, ‘‘ Saving and Hoarding,’’ Economic Journat, Vol. XLII, 
Sept. 1933, p. 399. 
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goods” even in so far as the additional wages have been 
paid out in the capital-goods sphere. The conclusion in 
this case would then have to be that the Robertsonian 
condition was constantly fulfilled during the periods under 
consideration although (1) the sum total of money incomes 
has increased, which contradicts the above-mentioned first 
interpretation of this condition; and (2) a disturbance of 
equilibrium from the monetary side has undoubtedly 
occurred.? 

It is not proposed to quarrel with Fellner’s conclusions, but 
a quantitative example may make his meaning clearer.and serve 
to generalise the case. Suppose that on day (1) “ disposable 
income,”’ as defined by Robertson, is 100, all of which -is spent 
on consumption. On day (2) disposable income will consequently 
be 100, and we will assume that 90 of it is spent on consumption 
and 10 on “ new instrumental goods.” 

Then : 

S, = 100 — 90 = 10, and I, = 10, ... 8, = I, 

On day (3) disposable income is again 100 of which 90 is spent 
on consumption and 10 on new instrumental goods as before. 
But the wage-earners receive an extra wage of 10, or any other 
group of men may be supposed to receive an extra 10 for any 
reason, and since no piece of money can do more than “ one job 
ina day,” they are unable to spend until the next period. Funds 
to finance the 10 extra are obtained either by “ dishoarding ” or 
else by credit creation.2 The situation on day (3) is similar to 
day (2). 

S, = 100 — 90 = 10, and J, = 10, ... 8S; =I; 

On day (4) the workers or recipients of the extra 10 spend it 
on consumption. Disposable income on day (4) is 110 or greater 
than in day (3), but 

S,= 110 — 100 = 10, and J, = 10,...8,= J, 

Mr. Fellner’s case may be generalised by saying that whenever 
money is paid to individuals, but not in return for new instru- 
mental goods or consumption on a particular day, and this 
money was not received by anyone in return for new instrumental 
goods or consumption on the previous day, and the money so 
paid is not spent on new instrumental goods or consumption 
until the succeeding day, then equality of Robertsonian “‘ Sav- 
ings” and “ Investment” need not entail stability of money 
incomes over this three-day period. 


1 Fellner, ibid., p. 187. 
* A suggested definition of ‘‘ hoarding ’’ is given below. 
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The question arises how did Robertson happen to overlook 
this case in his original article? The basic weakness, as will be 
shown later, was the failure to define “income” or “ money 
income,”’ but save for a certain prima facie inconsistency of other 
assumptions he could scarcely have avoided running upon the 
difficulty. In § 5 of ‘“‘ Saving and Hoarding ”’ Robertson comes 
close to setting up a case similar to the generalised version of 
Fellner’s which was given above. , Money, he assumes, is “ issued 
through the hands of a body of dole-drawers ”’ whose outlay on 
consumption in a particular day offsets the effect of private 
hoarding on that day. We have here the first part of Fellner’s 
case—money is paid to individuals in a day but not in return 
for consumption or new instrumental goods. But Robertson 
assumes that this money is immediately and on the same day spent 
by the dole-drawers on consumption. This assumption is prima 
facie, at least, inconsistent with his statement that a “ piece of 
money ” can only do “ one job a day.” It is submitted that if 
‘income ” cannot be disposed of until a succeeding day the pay- 
ments to dole-drawers are not “ disposable ” until the succeeding 
day. The payments to the dole-drawers are their money income, 
and it is only by making a special distinction paralleling 
the difference between real and money income, that they can be 
allowed to spend it on the day they receive it. If a piece of 
money is allowed to “ change hands” only once a day, then a 
monetary authority which expected the public to hoard on day 
(2) could not prevent a fall in prices by paying money to dole- 
drawers on day (2). In order to have absolute smoothness and 
no change in prices the money must be paid to the dole-drawers 
on day (1) before the hoarding occurs in order that it may be 
** disposable ”’ on day (2) when the hoarding actually takes place. 
By assuming two transfers of money in the same “ day ” Robertson 
missed seeing Fellner’s case. 

Eow can Robertson’s definitions be amended so as to meet 
Fellner’s criticisms? An answer is clear though paradoxical in 
its implications. First of all money income must be defined. 
Secondly it must be defined as money spent on consumption and 
new instrumental goods in a “day.” Disposable income must 
mean money so spent on the previous day. All the transaction 
payments must be ignored or assumed not to exist and each 
piece of money allowed only one spending on “ output” in 
“e day.” 1 

1 Robertson seems to follow this latter assumption. See below. He ap- 
pears also to define expenditure on ‘‘ output ’’ as expenditure on final output— 
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While the often-indicated difficulty of giving practical meaning 
to the Robertsonian day is thus once more pointed out, the 
analytic results become quite consistent. Saving equals dis- 
posable money income, 4.e., money spent on consumption or new 
instrumental goods in the previous day, minus money spent on 
consumption on the present day. Investment equals money 
spent on new instrumental goods in the present day. Applying 
these definitions to the crucial day (4) of our quantitative example 
we have “disposable income ” of 100, for the 10 extra is not 
“ disposable ” income untii the day after it is spent on consumption 
and new instrumental goods, then : 


S, = 100 — 100 = 0, and J, = 10, .. 8,<I,. 


No one is surprised that disposable income has gone up, for 
“investment ” exceeds “ savings.” 

Robertson came very close to anticipating Fellner’s objection, 
for while his piece of money does only one “ job” in a day, most 
of his text indicates that the “job” in question is spending on 
consumption or new instrumental goods. But in failing to define 
money income and in allowing several transfers other than on 
“output ”’ to occur in one day he missed the flaw which Fellner 
found, The amended definitions here suggested are analytically 
sound but entail many paradoxes. ‘“‘ Income” in some cases is 
only disposable the day after it has been “ disposed.” The rdle 
of transaction payments is also singularly confused. A piece of 
money after being spent on consumption or new instrumental 
goods disappears into limbo until the moment it is spent in some 
succeeding day on consumption or new instrumental goods. 
Hoarding perhaps will take place when the money spent in day 
(1) on “ output ” fails to reappear on day (2) in the purchase of 
“output.” But the definition of hoarding and other problems 
of the sort are beyond the scope of this note. It is concerned 
merely with rectifying an internal flaw in the “‘ day ” technique 
and not with discussing its paradoxes and limitations. 

Davip WRIGHT 
University of Virginia. 


Prof. Robertson writes :— 


(1) I plead guilty to the formal inconsistency which Mr. 
Wright detects in § 5 of my article on “‘ Saving and Hoarding.” 


i, consumption and new instrumental goods. This definition is followed in 
the remainder of the text. 
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I was, in effect, asking him to accept a convention by which the 
handing over of a £1 note in return for no consideration does not 
count as a “job” for the note in question. If he declines, J 
must make my story a little more long-winded, that is all. 

(2) The proper treatment of a spontaneous increase in wage- 
rates is a different matter. It did not arise in connection with the 
argument of my article, which was explicitly conducted—see 
§ 4, second sentence—on the simplifying assumptions of fixed 
money wage-rates and unchanging employment. It was these 
assumptions which justified me in ignoring, for the purpose in 
hand, types of “ investment ” other than the direct purchase of 
instrumental goods. But I carefully explained in a footnote 
to the same section, which Mr. Wright seems to have overlooked, 
that this is not in fact the only form which “ investment ” may 
take. 

I see no difficulty in treating the financing of a spontaneous 
increase in money wage-rates as an act of (money) investment. 
Thus on Mr. Wright’s day (3) income received becomes 110; 
investment becomes 20, while savings remains at 10, so that 
monetary equilibrium is disturbed. On day (4) disposable 
income and income received are both 110; investment returns 
to 10 (the raised level of wages is maintained out of the enhanced 
proceeds of sales and requires no further act of investment), 
savings remains at 10 and there is no further disturbance to 
equilibrium. 

The only difficulty (if it 1s one) is that in a case of this kind 
the excess of J over S affects prices on the “ day ” after that on 
which it occurs, instead of (as, ¢e.g., in a simple case of consumers’ 


dishoarding) on the same “ day.” 
D. H. Ropertson 


London. 





OBITUARY 


JostaH CHARLES STAMP, BARON STAMP OF SHORTLANDS 
(June 21, 1880, to April 16, 1941) 


Tue death of Lord Stamp, as an air-raid victim in his home | 


at Shortlands, has removed a unique figure from the world of 
economic science. No economist hitherto has been really in 
the least like him; and it is hardly possible that there should be 
anyone in the least like him again. His uniqueness is not to be 
found in the features which leap to the eye in a survey of his 
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career, in the astonishing range of his activities and of his interests, 
in his combination of academic and practical achievement. Few 
men, it is true, could get through quite so much work of such 
yarious kinds as he; but there have always been exceptional 
men who could at least vie with him in this respect, and the race 
is not likely to become extinct. Nor is there anything peculiar 
in the combination of the réles of practical man of affairs and 
scientific economist, comparatively rare though this may have 
been in recent generations. It was less rare a hundred years 
ago; and there are signs that it is becoming less rare again. 

But Stamp combined these réles in a manner all his own. 
No one could have been less like Ricardo or John Stuart Mill 
in the last century, or less like Sir William Beveridge or Mr. 
Maynard Keynes in our own. There are certain marks which 
usually distinguish the writings of the economist who is also a 
man of affairs from those of his purely academic colleague— 
decidedness of opinion, concreteness of conclusion, sharpness of 
outline, directness of exposition. In matters of business the 
economist usually differs from his purely practical colleague in 
a greater insistence on the pursuit of a coherent policy based on 
clearly formulated ideas, and a greater reluctance to fall in with 
the departures from those ideas that circumstances may make 
expedient. In neither respect did Stamp run true to type. To 
the conduct of practical affairs, he brought remarkable qualities ; 
but pre-eminent among these were geniality, patience, good 
temper, sympathy, adaptability, resourcefulness—the qualities, 
in short, of the born smoother, the conciliator, the negotiator. 
It was never his way to attempt to force his ideas on others. 
In his books he displayed an ultra-academic taste for technical 
terms and methodological analysis; his habit was to analyse the 
complications of a problem and to indicate the various factors 
that were relevant. He seldom advanced a clear-cut point of 
view. 

This was but one of many paradoxes that Stamp’s personality 
presented. He liked material success; yet he was the most 
unworldly of men. He enjoyed recognition and honours and 
honorary degrees; yet no one was less assuming, no one stood 
less on the dignity of his position. He was a “good mixer”; 
yet it was much easier to persuade him to give an evening lecture 
than to attend a dinner-party. Like Ulysses, he had seen many 
cities and many men; and there can have been few Englishmen 
who had a wider knowledge of the United States or more numerous 
American acquaintances; yet the outer suburbs of London 
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remained to the end of his days his spiritual as well as his actual] 
home. 

Here we touch one of the key facts by which Stamp’s character 
and career are to be explained. He grew up in the worid of 
middle-class London in a transitional age. Entering the Civil 
Service as a boy of sixteen, he combined as a young man an 
assiduous discharge of his official duties with the study of econo- 
mics as an external student at London University, graduating 
with first-class honours in 191i. Had he been born twenty 
years earlier, this opportunity would not have been open to 
him, and his overflowing vitality would have had to find some 
other outlet. Had he been born twenty years later, his ex- 
ceptional powers of mind and application would have carried 
him, by way of scholarships, from school to the life of a university 
undergraduate; and whatever his subsequent career, a legs 
unsophisticated personality would almost certainly have emerged. 
As it was, he acquired the tastes, the interests and the equipment 
of a scholar, while retaining the simple moral and ethical standards 
of his early upbringing. 

Most of Stamp’s career as a Civil Servant was passed in the 
Inland Revenue Department; and this naturally determined the 
choice of his fields of special study—the statistics of national 
income and capital, and the problems of taxation. In the former 
field, indeed, an exceptional opportunity lay waiting for him. 
The income-tax statistics were, to quote his own words, one of 
*“‘ the three or four great branches of national official statistics ”; 
and increasing use was being made of them not only by scientific 
statisticians, like Dr. Bowley, but by propagandists and political 
partisans. The controversies over Socialism and Tariff Reform 
were giving a new and polemical interest to such questions as 
the rate at which the national income was increasing, the in- 
equality of its distribution, and whether this inequality was 
becoming less or greater. Upon such questions the income-tax 
statistics were the chief available source of evidence. But 
unfortunately they were full of imperfections and full of pitfalls 
for the unwary. They were a by-product of administrative 
convenience and legislative enactment. They represented not 
an attempt to compute incomes in accordance with any scien- 
tific definition of the term, but a record of “‘ assessments” 
in accordance with the provisions of the income-tax law; 
and changes in these provisions might seriously affect, as 
many of them did, the comparability of the figures for different 


years. 
The average polemical writer was in too much of a hurry t0 
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bother his head about such refinements; and if some change 
in the basis of income-tax assessment had entailed an apparent 
trend in the crude figures which was congenial to his case, he was 
content to proclaim this trend without more ado as being “‘ what 
the facts show.” But the pitfalls were so numerous and so 
subtle that it was not easy for the most painstaking and objective 
student to be sure that he had succeeded in avoiding them all. 
The Inland Revenue reports offered little positive guidance. 
They did, it is true, contain warnings against misinterpretation, 
but these warnings, as Professor Bowley was once provoked to 
say, were in the nature of “boards . . . erected to the effect 
that this table was dangerous to statisticians, and newspaper 
writers should drive with caution.” 

The income-tax statistics were, indeed, a perilous sea, beneath 
the surface of which lay a large number of uncharted rocks and 
sandbanks. Stamp set himself to the task of charting them, 
and the result was the British Incomes and Property, published 
in 1915. The first of his books, this was his magnum opus. It 
was indeed an achievement of the highest order, which at once 
took rank as an authoritative work, and laid sure foundations 
for all subsequent interpretations of the Inland Revenue statistics, 
in which Stamp himself, in association with D-. Bowley, was 
to take a leading part. A rare combination of qualities was 
required for its accomplishment. Stamp’s first-hand knowledge 
of the Inland Revenue machine was an invaluable, if not an 
indispensable, prerequisite; but much more than this was 
needed—a capacity for laborious research, sureness of judgment, 
quickness of perception, and powers of rapid work; and these 
qualities Stamp possessed in a pre-eminent degree. It should 
be added that British Incomes and Property was not only a monu- 
mental work of economic scholarship, it was remarkably successful 
as a piece of exposition. Though long, it was exceedingly con- 
densed; and the condensation, which entailed no sacrifice of 
clarity, enabled the reader to retain a grip on the main scheme 
of the analysis through a jungle of intricate detail. This was 
achieved with the aid of a peculiar technique—a free use of 
abbreviations and technical terms, and sudden plunges into 
almost telegraphic compression—which yielded perhaps less 
satisfactory results when Stamp used it in later life in books 
designed for a wider public. 

In other respects, too, the methods and mental attitude 
required to produce British Incomes and Property left their mark 
on his subsequent writings. It was the work of a specialist in 
& comparatively narrow field. 

No. 202-3.—vVoL. LI. AA 
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“ It has been the aim,” Stamp wrote in his introduction, 
“to provide new or improved tools for use rather than to 
use them when made; to prepare a road rather than to 
transport merchandise ; to build the vessel for others rather 
than to take voyages in her. . . . This necessary restraint 
has been exercised even at the risk of such a criticism ag 
that made by Mr. Ernest Barker: ‘ He seems to do 4 great 
deal of packing in preparation for a journey on which he 
never starts.’ ” 


The criticism which Stamp thus sought to meet in advance 
assuredly did not apply to British Incomes and Property. But 
in many of the long list of books which he poured out indefatigably 
in his later life he did indeed seem “ to do a great deal of packing 
in preparation for a journey on which he never starts.” This 
was a defect that sprang from the special nature of his academic 
gifts and the clash between them and the circumstances of his 
busy life.. In the academic sphere his outstanding qualities, his 
training, and his standards were those of the specialist. Buta 
specialist must concentrate upon his special subject; Stamp was 
drawn away from his to the life of big business, of the railways, 
of international conferences, of the public man and of the man 
behind the scenes. His abundant vitality and methodical 
habits still left him with the spare time and energy, and his 
academic leanings still supplied him with the incentive, to 
maintain a steady output of economic books. But these books 
were spare-time work; and though they doubtless gained in 
some respects from his experience of practical affairs, they were 
not related to it in the same close and harmonious way as British 
Incomes and Property was related to his work as an Inland Revenue 
official. They were not, and could not be, triumphs of scholar- 
ship, like his magnum opus; yet his instinctive method of ap- 
proach remained that of scholarly exhaustiveness rather than 
the more direct attack of the man of affairs who turns to writing. 

The most valuable of his other books were his earlier ones, 
which dealt with the subject of Public Finance. To the Carnegie 
Endowment World War Series he contributed an excellent 
volume on J'axation During the War. This gave an illuminating 
account of the development of British financial policy in the last 
war, written with the first-hand knowledge and authority of 
one who, to quote his own words, “‘ was busy with the inception 
of most of the actual and most of the abortive schemes and 
changes, busy with their legislative programme and _ history, 
busy with the administrative aspects of many of them.” Here 
his faculty for compressing into a small compass a sustained 
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discussion of complicated technical questions had full play. 
This volume has gained rather than lost in interest and importance 
from the emergence of similar financial problems during the 
present war in a society which has in the meantime radically 
changed its economic philosophy. Stamp’s Fundamental Prin- 
ciples of Taxation is another work which no serious student of 
financial questions can afford to ignore. 

In 1919, when he was still under forty, Stamp left the Civil 
Service to become Secretary to Nobel Industries Limited, and a 
few years later he accepted the high office of Chairman of the 
London, Midland and Scottish Railway. This was assuredly no 
sinecure. The railways were faced with new problems of organisa- 
tion resulting from enforced amalgamation, and with new financial 
difficulties resulting from the competition of road transport. 
In wrestling with these problems, and in securing a large reduction 
of working expenses consistently with marked improvements 
in service, Stamp, with his qualities of mind and personality, his 
powers of organisation and his keen sense of the value of exact 
statistical measurement, pulled his full weight. But he never 
allowed his business work to overwhelm him; and he con- 
tinued to devote a large portion of his energies to the public 
service as a member of Royal Commissions, committees of inquiry, 
and international expert committees. It is an open secret that 
the structure of the income-tax, as it emerged from the Royal 
Commission of 1919, was in a special degree his work. His 
fertile ingenuity and irresistible good humour were essential 
influences in the creation of the Dawes Plan, which provided 
a workable interim arrangement for what had hitherto seemed 
the insoluble problem of German Reparations. 

In shaping its successor, the Young Plan of 1929, Stamp 
played a hardly less constructive part; but his services on this 
occasion received less general approval. The Young Plan not 
only reduced the Reparation annuities which Germany was 
required to pay, it altered their distribution among the recipient 
States. The proposed arrangements actually gave Great Britain 
a larger share in the immediately ensuing years than the existing 
scheme of the Spa percentages, but a smaller share in later years ; 
and on the assumption-that Germany duly paid the annuities in 
full to the end of the lengthy period prescribed, it could be shown 
that Great Britain would be down on balance. This assumption, 
which seems exceedingly unrealistic to-day, was not very plausible 
even then; and the attraction of the new scheme of distribution 
to France and Italy was not so much that it gave them a pro- 





344 THE ECONOMIC JOURNAL [JUNE-SEPT, 


blematical paper gain, as that it embodied the Balfour Note 
principle of linking up Reparation receipts with American debt 
obligations, and might thus add force to future arguments that 
further concessions to Germany must depend on concessions by 
the United States. Unfortunately the principle of the Balfour 
Note was a red rag to Mr. Snowden, who had attacked Mr, 
Churchill lustily for his debt settlements with France and Italy; 
and it so happened that Mr. Snowden became Chancellor of the 
Exchequer as the Young Committee concluded their labours. 

The sequel is well known. Mr. Snowden startled The Hague 
Conference with a blunt refusal to accept the actuarial reduction 
in the British share of Reparations involved in the Young Plan, 
and left no one in any doubt that rather than agree to this he 
was prepared to see the Conference break up. After weeks of 
agitated scurryings he obtained nine-tenths of his demands, and 
returned home to a triumphal reception by the British public, 
who had thoroughly enjoyed the unfamiliar spectacle of their 
Minister saying “‘ No ” to the assembled Governments of Europe, 
Three years later, the whole system of Reparations was swept 
away at Lausanne. Such were the innocent fatuities of inter- 
national statesmanship in the post-war pre-Hitler decade. 

This episode involved Stamp, and his Young Committee 
colleague, Sir Charles Addis, in a storm of public criticism. If 
Mr. Snowden was splendidly right in standing out against a 
reduction in the British share of Reparations, it followed that 
Stamp and Addis must have shown wretched weakness as 
negotiators to have accepted it in the first instance. So certain 
newspapers insisted daily while The Hague Conference drama 
was at its height; and there were indications of malicious glee 
that Stamp’s reputation had been “exploded.” This criticism * 
was, of course, quite worthless and most ungrateful. Even from 
the narrowest standpoint of British interests, Stamp had done 
wisely, as the event was soon to prove, to “ take the cash and let 
the credit go’; and much more important issues were, of course, 
at stake in securing agreement in the Young Committee. But 
criticism of this sort, which would have been all in the day’s 
work to a politician, was something new to Stamp, and it seemed 
to leave a mark upon him. It shook his instinctive belief in 4 
benevolent universe to discover that jealous detraction in some 
quarters was the meed of his devoted public labours. His con- 
fidence in his capacity to find a serviceable answer to any baffling 
riddle of economic statesmanship or diplomacy was never quite 
so buoyant again. 
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None the less, his position as the chief public figure among 
British economists was by now firmly established. When the 
Economic Advisory Council was set up in 1930 as an organ of 
confidential, non-official advice to the Government, it was a 
matter of course that Stamp should be a member, and hardly 
less so that he should become Chairman of its principal standing 
committee. When the London School of Economics needed a 
Chairman, when the newly-formed National Institute of Economic 
and Social Research needed a President, Stamp was the obvious 
selection. His acceptance of such offices despite the many calls 
upon his time could be taken almost for granted, and the list of 
the institutions of which he was Chairman or President or 
Governor grew longer year by year. The Institute of Public 
Administration, the Society of Genealogists, Birkbeck College, 
the Leys School—these are merely ‘random examples of the 
institutions to which he lent his name, and to which he rendered 
services which were seldom merely perfunctory. His connection 
with two institutions deserves a special reference. He was 
President for many years of the Abbey Road Building Society, 
an enterprise which appealed to his faithful affection for old- 
fashioned virtues and simplicities. In 1928 he became a Director 
of the Bank of England. 

This constant enlargement of the range of his functions 
inevitably entailed a certain slackening in his grip on each, 
apart, of course, from his work for the L.M.S. In presiding over 
a committee of economists, charged with the preparation of some 
report, he would occasionally give his colleagues the impression 
of comparative indifference to the tenour of what was said, so 
long as agreement on some basis could be reached. This was 
partly the foible of the experienced conciliator, but it sprang in 
larger degree than was generally realised from two of his most 
deep-seated characteristics, his belief in the practical value of 
scientific thought afid analysis, and his singular personal modesty. 
No one had a stronger conviction than he of the importance of 
bringing the best economic thought to bear on the problems of 
practical affairs, but no one was less disposed to assume that the 
best economic thought was necessarily his own. His early 
labours in the field of income-tax statistics had given him a keen 
sense of the dependence of the advance of science on the work 
of many minds; and it is significant that he had appended to the 
introduction to British Incomes and Property a quotation from 
Rudolf Eucken, containing the following sentence : 


“Science is not a mere juxtaposition of individual 
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opinions, byt the worker who puts forth effort at any par- 
ticular spot is conscious that his effort is girt about and 
sustained by an effort of the whole to which he willingly 
yields his contribution.” 


Stamp was always ready to yield, in more than one sense of the 
term, his contribution to the effort of the whole. Economists 
were quarrelsome creatures, differing fiercely from each other 
upon this crucial matter or on that. Doubtless in the end such 
clashes would promote the discovery of truth; but in the mean- 
time, it was Stamp’s hope and faith, the greatest common 
measure of agreement that could be extracted from their dis- 
cordant opinions must be a contribution of real value to the 
solution of concrete problems. Inspired by that faith, he was 
well content on matters which lay outside his fields of special 
knowledge to devote himself to eliciting that greatest common 
measure of agreement, rather than to press his own opinions; 
and he prized the réle which had in effect become his, of serving 
as the chief connecting link between the world of economics 
and the world of Whitehall. 

Two months before the outbreak of the present war Stamp 
was invited, with the assistance of two colleagues, to survey the 
plans of the Government departments for the contingency of 
war as regards economic and financial matters. On the out- 
break of war, the functions of this Survey were continued and 
enlarged, and Stamp was given the title of Adviser on Economic 
Co-ordination. Of this work, to which he gave a large part of 
his time, no account can yet be given, beyond remarking that on 
certain important matters which seemed in danger of neglect 
we are reaping to-day great benefit from suggestions made by 
him. 

But in reviewing Stamp’s life the mind returns from the 
bewildering record of his activities to his qualities of personality— 
to his modesty, his kindliness, his ready sympathy, his infectious 
good-humour. He was the happiest of men, with a singularly 
happy domestic life, and his happiness radiated out upon all 
with whom he came in contact. The following appreciation of 
Stamp at the Young Committee has been supplied to me by Sir 
Charles Addis : 


“Throughout the long and sometimes tumultuous pro- 
ceedings, Stamp with his leonine head bestrode like a Colossus 
the narrow world of political chaffering and intrigue, his 
brow unruffled, his temper imperturbable. He was not 
in the strict sense of the word an orator, but in readiness 
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of debate, in fertility of resource, in dexterity in finding at 
the instant the appropriate phrase in which to clothe his 
ideas, he had no rival. He had a great head. He had also 
a great heart. There was a selflessness, a simplicity, an 
obvious sincerity, about the man which, added to his urbane 
manner, his lambent humour, his disarming smile, were 
more compelling than any arts of eloquence in unlocking 
deadlocks and paving the way to a common understanding. 
In the end he had won not only the respect, but also the 
affection of every member of the Committee of the Young 
Plan.” 


This well sums up the impression he made, wherever he moved. 
H. D. HENDERSON 


London. 





FrRankK Wr11am Tavssie 
(1859-1940) 


I 


Frank Witi1amM Tavssia was born in St. Louis, Missouri, 
on December 28, 1859, the son of William (1826-1913) and Adele 
Wuerpel Taussig. He was one of three children, of whom a 
younger brother predeceased him and an older sister survives 


him. The father was a remarkabie man, full of the spirit of 
enterprise and public service in that happy combination which 
was the heritage of the son. Fortunately the pen of the son 
recorded the character and life of the father, in a last article 
posthumously published but corrected in proof, which was 
intended to be a first instalment of Taussig’s memoirs.! It is a 
matter for regret that he did not live to be his own biographer ; 
and that his modest reluctance to believe that a rich life, extend- 
ing over nearly half the history of the United States, was signifi- 
cant enough to record should have prevented him from starting 
earlier to write his memoirs. Perhaps there was also an under- 
standable shrinking from another big task so soon after he had 
completed the exhausting revision of his Principles, for he was 
finally won over by the argument that he could begin on his 
father’s career and proceed by instalments. But once started, his 
eagerness to work in harness, born of long habit, asserted itself ; 
and when he had conceived the framework within which he 
would write he submitted a Provisional Table of Contents to a 
publisher only a week before he died. 


1“*My Father’s Business Career,’’ Harvard Business Review, Winter 1941, 
pp. 177-184. 
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On both sides of his family Professor Taussig inherited a 
liberal tradition. His father went to America from Prague in 
1846, barely ahead of the “ forty-eighters ” with whom he later 
became closely associated. He had studied at the Jesuit univer- 
sity, where he learned some chemistry. His reorientation took 
place in New York, but he soon moved +o St. Louis, whither 
other members of the family had preceded him, and where in 
due course ambition led him to graduate in medicine at the 
university. He practised with headquarters in Carondelet (of 
which he was later mayor), which was not then a part of St. 
Louis, riding in rough country to his outlying patients, until 
under the added strain of war conditions his health gave out, 
and in 1865 he gave up medicine. He retained a County judge- 
ship and was successively Federal Tax Collector, banker, and 
promoter and administrator of bridge and railway terminal 
enterprises until 1896. Thereafter he was an active member of 
the St. Louis School Committee and a director of a local bank 
until his death. 

Taussig’s mother, Adele Wuerpel, was the daughter of a 
“ forty-eighter”’ who had been a teacher on the left bank of 
the Rhine, but was deprived of his post because of his liberal 
views. In St. Louis he became Lehrer der Freien Gemeinde, 
and “ though never a preacher, he addressed the congregation 
on Sundays.” ‘Taussig barely remembered him “ as an austere, 
taciturn, elderly man, treated by all with respect and even with 
awe.” This strain, less severe, was in the grandson, and per- 
haps was responsible for the ease with which he was transplanted 
to New England. Even those who loved Taussig most would 
agree that he did not find it easy to take life lightly; he had 
no inclination to have a fling, to have fun for fun’s sake. A 
contemporary and life-long friend has written: ‘To those who 
knew him only slightly he may have seemed austere—he was 
always didactic, humorously so to his intimates—but no kinder 
or more considerate human being ever lived.” He could frolic 
and, within narrower limits, talk nonsense with children, but 
his colleagues would have been astonished if he had ever indulged 
in frolicking conversation at dinner. 

The mother was a sweet and lovable woman who contributed 
to making Taussig’s childhood happy and normal. As a boy 
he had the big frame which he carried so erect as a man. He 
was studious, a great reader and with great powers of concen- 
tration. His sister writes: “It was his habit to work and 
study in the family living room . . . he wrote his Tariff History 
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during a period of the summer of 1883 in the room where my 
mother and I, with a dressmaker, were preparing my trousseau.” 
But a daughter recollects his recounting how he slipped away to 
the attic to devour Homer, possibly to escape the distracting 
sounds of music, since the merest strain arrested his attention. 
Music was played frequently and competently in the Taussig 
family, and Frank began to play the violin at an early age, 
continuing well into middle age, until he found it nervously and 
physically tiring. His love and appreciation of music remained 
with him, and he was a regular concert-goer to the end of his 
life. His musical memory was excellent, and he was graced with 
the gift of perfect pitch. 

In 1874 Taussig entered Washington University, St. Louis, 
but migrated two years later to Harvard to join the “class of 
1879’ as a sophomore. There is no record of what attracted 
him to Harvard, but the explanation is probably that Harvard 
under the energetic leadership of President Eliot was already a 
magnet to intelligent young men with a scholarly bent. He 
took courses chiefly in history and economics, but also one in 
mathematics which introduced him to the calculus. Although 
he was “ no mixer,” he joined his quota of clubs, and had many 
friends, to whom his musical activities in the Pierian Sodality 
and in string quartets undoubtedly added. He graduated in 
1879, the “‘ second youngest and the second scholar in his class,” 
and at Commencement he delivered an oration on “ The New 
Empire in Germany.” 

It was in the natural course of things that the young Taussig, 
in affluent circumstances, though not wealthy, should put an 
additional polish on his Harvard education by going to Europe, 
and that his skill in the German language should lead him to 
Germany. He made the “ grand tour” with his friend and 
classmate Edward C. Felton, beginning with the summer in 
England, then October to March in Berlin, studying Roman 
Law and Political Economy, and in the spring of 1880, “‘ three 
unforgettable months,” as he recalled them in 1929, with Felton 
again in Italy and Paris. Then Taussig travelled alone in Switzer- 
land and Austria. The only record of youthful high spirits is 
an unsuccessful effort to get “ progged ” in Oxford. 

On returning to Cambridge in September his intention was 
to enter the Law School, but instead he accepted the position of 
secretary to President Eliot, work which he could combine with 
graduate study. In 1882 he added teaching to his load, as an 
Instructor in Economics to relieve Professor Dunbar, thus 
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beginning the teaching career which was to go on for fifty-three 
years. The association with Eliot was highly valued by Taussig, 
and the two men developed a mutual respect. It is tempting 
to assume that the likenesses between them resulted from the 
influence of the older man on the younger, but more probably 
there was an affinity based on like natural characteristics which 
attracted Eliot to him, just as Professor Dunbar “ cast Frank’s 
horoscope and picked him for his own.” 

The post-graduate years which culminated in the Ph.D. in 
1883 established his interest in the field in which he was to 
become supreme, and confirmed his bent, which was historical 
rather than analytical. Already in 1882 his essay Protection to 
Young Industries as Applied in the United States had received 
the Toppan Prize in Political Science, and this same essay was 
his dissertation for the doctorate. In it he concluded that, not- 
withstanding the existence of the conditions “ under which it is 
most likely that protection to young industries may be advan- 
tageously applied . . . little, if anything, was gained by the 
costly protection which the United States maintained in the 
first part of this century.” This may be regarded as the begin- 
ning of those studies in verification by his talented pupils which 
he later sponsored, and which characterise better than anything 
else his temper of mind. His historical bent did not make him 
under-estimate analysis, although he was inclined to be impatient 
of Gedankenspielerei, intellectual exercises divorced from all 
desire to yield fruit if not to shed light—‘ cobwebs of the mind ” 
was one of his free translations; on the contrary, his writing and 
his teaching showed a proper regard for the importance of arriv- 
ing at generalisations. There is no reason to believe that he 
read seriously or extensively in Mill’s Logic, but his insistence on 
verification, and his avoidance of the barren controversy between 
the inductive and the deductive methods in an age when methodo- 
logical strife did so much harm to economic science, place him 
squarely in that English tradition of thought which in philosophy 
is aptly called the experiential. Since it will not be possible to 
appraise with full justice his contributions to the study of inter- 
national trade—that has been done by the master-pen of Pro- 
fessor Viner in the festive volume presented to Taussig by his 
students and associates on his seventy-seventh birthday—it 
must suffice to record that long before the publication of his 
International Trade (1927) Taussig had put into oral circulation 
a theory of international trade and of the mechanism of inter- 
national payments, pieced together from his study of the classical 
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economists with no straining after novelty. Under his influence 
the Harvard Economic Studies were enriched by monographs from 
the pens of students who reached out to all corners of the earth 
to verify—or refute—this theory. 

The formal post-graduate work did not, however, decide 
Taussig in favour of an academic career. On the contrary, he 
entered the Harvard Law School in the autumn of 1883 with 
the intention of later practising law. But he must have been 
drawn to academic life by his interests, perhaps also propelled 
by his desire to achieve the security essential to marriage. He 
“continued to teach economics (and American history in 1885), 
and found time to write an Introduction and a Supplementary 
Chapter to the English edition of Leveleye’s Elements of Political 
Economy (1884), in which he remarked upon the current move- 
ment to break loose from the classical system in protest against 
the hard-and-fast lines of Ricardo’s system, and especially against 
the dogmatism of his followers. Taussig implied his own agree- 
ment with the moderates who retained the essential doctrines 
but were willing to sacrifice incisiveness to make necessary 
qualifications. He saw the doubtful points in Laveleye as being: 
(1) his treatment of the wages question—to which Taussig was 
later to give considerable thought; (2) his dictum that the 
public has a duty to indemnify the unemployed—which passed 
the bounds of Taussig’s radicalism; and (3) the connection 
between the quantity of money and the rate of interest—which 
Taussig thought was too broadly stated. In his own chapter 
he enunciated two theses which he continued to maintain: that 
high wages are not the result of tariffs, and therefore that pro- 
tection against low wages is not necessary; and that, though 
tariffs are an evil, they cannot be swept away at once. 

Before he proceeded to the LL.B. in 1886 the final plunge 
into academic life and economics had been taken by his accepting 
an Assistant Professorship of Political Economy. As he wrote 
a few years later, this was “‘ just in time to take part in the 
celebration of the 250th anniversary of the founding of the 
university and, being the youngest member of the faculty, [T] 
seem to have a better chance than any other member of taking 
part in the 300th anniversary.”’ In 1936 he was, in fact, Pro- 
fessor Emeritus, but still editor of the Q..J.#., and took an active 
part at the Tercentenary. Taussig has told the story of the 
meeting with President Eliot which preceded his appointment, 
when he was asked : “‘ Mr. Taussig, would you accept an appoint- 
ment in this University? ’’; and looking the President squarely 
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in the eye he replied : “‘ Yes—a permanent one.” The next day 
he received his letter of appointment, giving him a stake in the 
institution to which he dedicated his life and with which he 
identified himself in a measure rare even among the most faithful, 
Soon after marrying Edith Thomas Guild of Boston, in 1888, 
he built the house in which he lived until a few weeks before he 
died, dividing his time for the most part between Cambridge 
and, in the summer, Cotuit on Cape Cod. It was not until he 
was made a full professor in 1892 that the nature of his contract 
legally justified his statement : “ I may hope to live in Cambridge 
and work for Harvard until I die”; but he took root at the 
earlier date with the quiet assurance that, despite life’s vicissi- 
tudes (of which he was not free), his lot would lie with Harvard. 
The quality of his loyalty to the university is a monument to 
the system, which lingers only in Oxford and Cambridge, whereby 
young men are chosen for their promise as well as for their 
achievement and given a security of tenure not conditional on 
the volume of their literary output. 


II 


The first sabbatical leave of absence in 1894-5 was spent in 
Europe, the winter in Italy and then the summer in England. 
In Italy he completed the manuscript of his Wages and Capital, 
in many respects his most significant contribution to economic 
theory, which was made available to a new generation of 
economists by reprinting in 1932. In England cordial rela- 
tions were established with Marshall and with Dr. James Bonar, 
who in his letters commented profoundly on the early chap- 
ters of Wages and Capital. Of all the American economists 
Taussig was the most widely read in England. His genius as a 
teacher was communicated to the English universities through 
his Principles, and his work in international trade made him 
familiar to a smaller more specialised group. It is therefore not 
inappropriate to dwell at length on his connections with English 
economics, and especially with Marshall, who influenced most 
American economists of Taussig’s generation. 

The existence of eighteen letters from Marshall to Taussig 
records one side of an interchange of ideas between 1891 and 
1898, and a visit by Taussig with his wife to the older Cambridge 
in 1895. After 1898 there is a long break in the letters pre- 
served until a lone one of 1915; but whether or not the corre- 
spondence continued after 1898, these letters represent a significant 
episode in Taussig’s life, reflecting as they do the sympathy 
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which existed between the two great teachers. The correspond- 
ence opens with a reference to the forthcoming review of Marshall’s 
Principles by Wagner in the Q.J.Z., which Marshall prophetically 
called ‘‘ your Journal,” a review which pleased Marshall, and 
which he said moved Edgeworth by its compliments to English 
economics in general to promise a recognition in ‘“‘ our London 
Journal of this olive branch thus handed to England from Ger- 
many via the U.S.A.” In 1892 Taussig sent Marshall his Silver 
Situation, which Marshall thought splendid, as he still thought 
in 1895 when he expressed surprise that Macmillan ‘‘ would 
refuse a book by you,” and hoped that after the book in question 
(Wages and Capital) was out Taussig would write “ more in the 
same strain.” Criticism was mingled with the praise; Marshall 
was doubtful whether silver prices would rise; he would “ not 
be much surprised if ere long, say 100 years, the net destruction 
of gold exceeds the production”; and he had his “ doubts 
whether the precious metals will always give the key-note to 
prices.” But three years later, in 1895, he was arguing that 
Taussig under-estimated the effect on prices of the adoption of 
bimetallism, because ‘“‘ when—if ever—people generally were 
convinced it had come to stay, prices would rise rather fast.” 
In this later view he was supported by Edgeworth, who made 
only one reservation to his high praise of Taussig’s International 
Silver Question (Q.J.H., 1896): “ I am disposed to take the article 
as a confessio fidei which I can subscribe to with hardly any 
reservation . . . I should be disposed to think with Marshall 
that a ratio widely divergent from the market ratio would pro- 
duce a great alteration of prices.” 

According to the abstract of his paper read in 1892 to the 
American Economic Association,! Taussig hailed Marshall’s 
Principles as the greatest contribution since Mill. The unity 
given to the treatment of value and distribution was said to be 
the most important innovation. Four main points of criticism 
were made. (1) Instead of stressing “‘ resemblances between 
the permanent aspects of the phenomena of distribution and of 
exchange . . . and the differences which appear at the moment 
when the act of exchange takes place,” Taussig would reverse 
the emphasis, placing it on immediate resemblances and per- 
manent differences. (2) He was sceptical of Marshall’s applica- 
tion of cost of production to labour, that is outlay for rearing 
and training, by analogy with the cost of production of com- 
modities. (3) He was doubtful whether the “law of sub- 
1 Publications of the American Economic Association. 




















354 THE ECONOMIC JOURNAL [JUNE-SEPT, 


stitution is helpful in any but a very limited range of cases,” 
namely in those rare cases when two ways of doing the same 
thing exist. The law of substitution he interpreted as meaning 
the same thing as “distribution according to net product,” 
(4) He was afraid that Marshall’s great concern with the problems 
of particular wages (and profits) might obscure the problem of 
general wages, which Marshall said depended on “ the product 
of industry; and we get from Professor Marshall substantially 
nothing more than a residual theory of distribution.” Taussig 
was not even sure that Marshall was consistent in stating that 
wages “depend on . . . the net produce of the laborers,” and 
that relative wages are “‘ determined by expenses of production 
or the standard of living.” 

The criticism was not clearly expressed, and it evoked a 
characteristic letter from Marshall which is worth quoting 
extensively for its tribute to Taussig : 


“T had been looking forward with anxious expectation 
to the appearance of the Report of the fifth Annual Meeting 
of the American Economic Association; so that I might 
learn a little more exactly what it was that you said about 
my book. Unfortunately even there the report is so short 
that I have not been able quite to catch your meaning. I| 
can see from what you say there, as well as in all your 
utterances, with how pure and just a mind you argue for 
truth and not for victory: and even if others at the meet- 
ing had not endorsed your views, I should know for certain 
that whenever a mind so acute and generous, after a very 
careful reading, had found my book in fault, it must be in 
fault :—a fault of thought or a fault of expression, but 
anyhow a fault. The task of getting into order all the 
various sides of the theory of distribution and exchange, 
I found harder than that of getting a hundred “ pigs in 
clover ”’ into their cabin all at once. And I am conscious, 
more conscious than ever after reading your criticisms, that 
I have not succeeded; and I feel—what was sure before- 
hand—that you have put your finger on real weak points. 

But there alas—so frail is man—my humility ends. I 
am very likely wrong in thinking I have really solved all 
the’ difficulties you raise, even in my own mind. But I 
am sure that—if I understand you at all rightly—I have 
considered them carefully; that I have solved them to my 
own satisfaction; and that what I say—or at least what I 
mean—is one complete whole. Some parts may be incon- 
sistent with one another: but if so that must be because I 
am incapable of seeing the inconsistency when they are put 
side by side. For I certainly have considered the mutual 
bearings of all the several elements of the problem of which 
you make mention; and to my eyes they show no incon- 
sistency, but fit in each in its proper place. . . . 
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And then as to the paper itself :—I do not like you to 
waste your most valuable time in writing MSS. for my poor 
self. But perhaps you could manage to put me on the right 
tack for understanding: (a) what you mean on page 99 
lines 3, 4 (for every form of ‘ residual’ theory of wages is 
abhorrent to my soul: and I cannot imagine how you got 
one out of anything I have said, especially with regard to 
long periods of time). (b) Do I ever say that wages depend 
on the net product of the laborers? Surely I explain that 
in my view ‘ wages = net product’ is a convenient tautology 
merely, and not a causal proposition. .. . (c) Js it true 
that ‘two very different methods of doing the same thing 
really continue to exist side by side’? Has the slotting 
machine driven out the chisel for work that it could do? 
Or have large firms each with many foremen driven out the 
small master with none in any but a limited class of trades ? 
I am sure that your paper as you read it, would have ex- 
plained these passages, but I cannot understand them as 
they are. If you can without too much trouble put me on 
the right track, I shall be deeply obliged. For the smallest 
return I can make for the many far too kind things you 
have said of me in your paper, and in private letters, is to 
endeavour to get into the same plane with you and meet 
your arguments as straight as I can. Though if I may 
venture to say so, there is no one whose arguments I should 
read with more interest, or combat with a greater fear that 
I should ultimately prove in the wrong, than yourself.” 


A letter from Marshall later in 1893 indicates that Taussig 
had explained that too much importance should not be attached 
to the wording in the published account of his paper, and so 
the need for a detailed defence had passed. But Taussig pursued 
his interest in the distinction between “ particular ” and “general ”’ 
wages, Marshall having already stated that general wages was a 
“term which I commonly avoid,” and elicited the following reply. 


“You ask me if I don’t agree that it is important to 
emphasize the distinction ‘ between the causes that affect 
the reward of a particular group of workers, and those that 
affect the well-being of all the workers.’ I understand you 
to mean the word ‘relative’ to be implied before reward : 
and then my answer is emphatically Ys. 

But if you ask whether I concur in Cairnes’ treatment of 
‘general’ wages in his Leading Principles, I answer No. 

I think that here as usual Cairnes covered up all the 
wrinkles of the subject with an enamel warranted to make 
the face of economics lovely for ever, to the public which 
does not like wrinkles or other complexities. But I do not 
in my heart believe he really knew what the wages question 
looks like to myself: But that may be my fault. From 
some points of view I think we must regard general wages 
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as determined by aggregating particular wages: though 
for some purposes I think we may reason about general 
wages as one entity. 

My face is poor: my photo is ugly, but if you want it 
and will give golden armour for brazen, i.e. will return your 
photo, I shall have made a good bargain. I should very 
much like to have yours.” 


The photos were exchanged and the controversy continued, 
Taussig apparently being unwilling to leave Cairnes undefended, 
as would be expected from his dislike of extreme statements. 
Marshall had to justify his stand as follows : 


“T am afraid I am set against Cairnes by the fact that 
so long as Mill was alive, he posed as Mill’s most faithful 
disciple : and the moment Mill was dead, he misrepresented 
Mill in a most slanderous manner, getting credit for setting 
Mill right, when in fact it was only Cairnes’ version of Mill 
that was wrong, and using the meanest devices to hide his 
obligations to Mill, even when as in the matter of ‘ grades,’ 
he copied Mill and reproduced things which had lost part 
of their value by the time he copied them. You say 
he developed the theory of non-competing groups. I can’t 
see what he added. He said it ought to be developed. 
But Mill had hinted and Cliffe Leslie had said as much 
before. I was working at that very doctrine of non-com- 
peting groups when Cairnes’ book came out: and I thought 
at the time he did not carry it further than it had been 
carried by Mill and Leslie. But you will say I am prejudiced 
and perhaps I am. Anyhow it is an old story.” 

To the end of his career Taussig continued to associate the 
theory of non-competing groups with Cairnes, as the one who 
formulated deliberately what had been merely implicit in his 
predecessors. 

A natural fruit of the visit to Cambridge in 1895 was an 
invitation from Harvard to Marshall to lecture there, which he 
declined. He wrote in November 1895-to Taussig : 

“You Harvard people are a fascinating set. If any- 
thing could induce me to do an extra term’s lecturing, while 
my volume II lies a poor puling infant—though nominally 
five years old—the kindness of the President and Ashley 
and yourself would make me do it. But I dare not. ... 
The President has most generously proposed to keep the 


offer open for a year: but I am sure that would be useless : 
so I am thanking him but asking him to regard it as closed.” 


Who knows what strains would have developed from the cross- 
fertilisation if Marshall had carried his Cambridge oral tradition, 
as it was already becoming, to Harvard? And what a tradition 














—“F&a Fs 


~_ 


i i en ee —) - a - 


— ee oF 

















1941] OBITUARY : FRANK WILLIAM TAUSSIG 357 


of exchanges might have grown from that one visit to the mutual 
enrichment of the two Cambridges ! 

The consilience of view between Marshall and Taussig on 
one matter dear to the latter must have given him great satis- 
faction. During his editorship of the Q.J.Z. he clung to simplified 
spelling, although his pioneer work had little if any influence. 
When offprints of Marshall’s article “The Old Generation of 
Economists and the New” were being prepared, Taussig was 
bothered by the American spelling, including the omission of wu 
in labor. All discomfort was dispelled by Marshall’s vigorous 
reply: “I am a passionate advocate of the omission of w from 
labor, on the grounds urged by Max Miiller in the Fortnightly 
Review in I think 1873: viz. that to leave it out of error etc., 
and to put it in labor is worse than a lie, it is a hypocrisy to 
boot. I once did spell labor rightly: but found it made me 
bitter enemies here. I am glad to have an excuse for putting 
the word rightly spelt into a few English people’s hands.” 

Marshall’s respect for Taussig’s judgment was demonstrated 
in a letter seeking advice on the revision of the Principles in 
1897: “I have been counselled to try to lighten it generally ; 
and in particular to put the historical and psychological part of 
Book I into an appendix. . . . But there is no one whose judge- 
ment I should value more than yours.” Taussig’s reply, pre- 
served by the care of Mrs. Marshall, is representative of his 
judicial mind : 


“When I read your letter, I set about writing at once, 
without looking at the book, that 1 hoped you would not 
transfer the historical and psychological part of Book I to 
an Appendix. Then I bethought me it would be well to 
run over these parts before writing; which I have done, 
and the result is that my first impulse is strengthened. 
Pray don’t. They are admirable, they belong where they 
are, and they should stay. Indeed I hope you will change 
just as little as possible for edition 4. I am heartily glad 
the edition is called for, but should be entirely content for 
myself, to take edition 3 as it stands, with no other correc- 
tions than for misprints. Doubtless there is room for im- 
provement—perfection is not within reach of anyone for the 
whole of his work. But is it not better for you to make 
such progress as may be with volume II, and let volume I 
stand substantially as itis? It is a monument you may be 
content to leave. Anyone of us who has studied the book 
might make a suggestion here or there, and very likely 
would prefer the way some things were put in edition 2 to 
the version of edition 3 (I do occasionally). But these are 
No. 202-3.—voL. LI. BB 












Ks seers than Sie. 


ao 


Ors 





ee 





Ra Sw i ae 


Pie Coie) ™ 
v.- 50 


ES yey Se 
ee re haere * 


as a 
ne ‘My s 


» 


rT See 
) MiB 


358 THE ECONOMIC JOURNAL [JUNE-SEPT, 


questions as to the better mode of statement, on which two 
equally good judges might have different opinions, and on 
which certainly you have done all that could in reason be 
expected to meet your critics.” 


The gap in the correspondence from 1898 to 1915 may signify 
no more than the destruction of the other letters, but some long 
silence there was, as Marshall’s letter of 1915 showed, even by 
its recourse to the more formal “ Dear Professor ”’ in the address. 

In 1915 Taussig received letters from Edgeworth and Graham 
Wallas relating to his Inventors and Money-Makers. Edgeworth 
took him gently to task for associating “the barest and simp'est 
self-regarding behaviour” with the mathematical method wy 
referring him to Edgeworth’s own articles, which ‘“ show that 
the mathematical theory of taxation by no means postulates 
self-regarding behaviour. Hedonism if you like, but of the kind 
which Sidgwick called universalistic hedonism, much the same as 
what the earlier English moralists called rational benevolence.” 
Wallas, on the other hand, was surprised that Taussig allowed 
the “instinct of devotion (altruism or public spirit) so small a 
part in economic life.” 

In the ‘nineties Taussig acquired through Marshall a special 
link with Cambridge, and when, nearly forty years later, he 
returned to Cambridge to receive his honorary Sc.D. his delight 
was unbounded. On the journey by car from Oxford to Cam- 
bridge his mind was full of the past, and his enjoyment of the 
entertainment in Cambridge was matched by that of the memories 
of his earlier visit which it evoked. At Oxford, where the resi- 
dence of a married daughter tempted him to stay longer, his 
dignified if somewhat austere geniality made him a harmonious 
and welcome guest in the Common Rooms, and this, as well as 
family affection, determined his last short visit to Oxford and 
London in the spring of 1938, when he enjoyed in more leisurely 
fashion the homage and affection of the younger generation of 
English economists. 


lil 


Wedded as Taussig was to his university work, he was no 
cloistered scholar; to which the voluminous correspondence with 
men of affairs, as well as the nature of his academic work, 
testifies. In his own city he was on more than one occasion a 
member of the School Committee; in 1897 he was a member 
of the Massachusetts Commission on Taxation; and in 1912 
he represented the Boston Chamber of Commerce at the 
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International Congress in Brussels. Among these earlier 
activities, the Tax Commission deserves comment because he 
wrote nearly all of the majority Report, which recommended the 
abolition of the tax on securities representing ownership of or 
interest in property outside the State, and the introduction in 
its stead of an inheritance tax and a tax on dwellings. An 
income tax, lauded as the best of all taxes, was sorrowfully 
rejected on administrative grounds. Taussig’s literary stamp on 
the Report is unmistakable and his judicial balance perfectly 
displayed. He gave unsparingly of his energy, and during the 
summer months in Cotuit he rose several times a week at six, 
bicycled nine miles to his train to take him the seventy miles to 
Boston, returning by the same route in the early evening. 

The real venture into public life, however, was not to come 
until twenty years later, and in the meantime the multiplication 
of duties—the editorship of the Q.J.H. in 1896, delegate to the 
Indianapolis Monetary Convention in 1897 and 1898, Chairman 
of the Publication Committee of the American Economic Associa- 
tion in 1896—so overburdened him that in i901 he suffered a 
nervous collapse which enforced upon him two years of complete 
idleness. These were spent in the Tyrol, in Switzerland and on 
the Italian Riviera. Even correspondence was too great an 
effort, and post-cards were the only reply allowed to his friend 
and neighbour William James, who gratefully sustained him with 
the wisdom of his analysis of his own bout of nervous prostration 
two years earlier, when an “extra good angel” had inspired 
Taussig to write while James “ was lying passive, troubling deaf 
heaven with my bootless cries, thinking over the irrecoverable 
past.” 

Recovery came and work was resumed, though with more 
regard to the limits of human endurance than of old. Perhaps 
the careful régime adopted at that time had its compensations 
and allowed Taussig to live his four score years without the 
penalty of “labour and sorrow.” By 1904 he was well enough 
to accept the Presidency of the American Economic Association, 
retaining it in 1905; and in addition to his Harvard round to 
continue work on his Principles, until he was due for sabbatical 
leave again in 1909. All plans were made to spend the year in 
Sicily, but instead an anxious year was spent in the cold dry air 
of the Adirondacks in a vain attempt to save Mrs. Taussig’s life. 
Her death was a heavy blow, and to duil his grief Taussig im- 
mersed himself in the writing of his Principles, accelerating the 
completion by 1911 of the work that had occupied most of his 
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spare time since 1905. Thereafter his literary labour was unre- 
mitting, as may be seen from the bibliography published in 1936.1 

Early in January 1917, when President Wilson, the scholar 
in politics, persuaded Taussig to become Chairman of the new 
Tariff Commission as of March 30, another life began. The 
letters of congratulation from all quarters testified to the general 
recognition of his peculiar fitness for the job. He had published 
his views on the proposal for a Tariff Commission early in 1916, 
and in 1920 he reprinted these with the assertion: “my experi- 
ence on the Commission has not led me to modify the opinions 
expressed.” ? Rarely can it have been granted to an economist 
thus successfully to test his views! He was not a doctrinaire 
free trader, believing that ‘“‘ such benefits as accrue from a 
system of free trade are secured only if that system is main- 
tained for a long time”’; and that conversely the greatest evil 
is a changing tariff system. For this reason he believed that the 
Tariff Commission should not make recommendations on policy, 
which would incite change; but should confine itself to investi- 
gation for the purpose of enlightening public policy as defined 
by Congress. Light brings forth fruit, and the “report on 
Reciprocity and Commercial Treaties . . . begun soon after the 
organization of the Commission . .. probably exercised a 
strong influence in shaping the policy” of the United States. 
Writing to Commissioner Costigan from Paris in 1919, Taussig 
referred to “a fundamental difficulty in the way of understand- 
ing between the two countries. The American point of view is 
that equality of treatment refers to the legislation of each country 
considered by itself. The French point of view is that equality 
of treatment involves a comparison between the legislation of 
the two countries.” After 1919, when Taussig left the Com- 
mission, ‘‘ the Flexible Tariff Provision was enacted and duties 
were imposed on the Commission which he did not regard as 
sound in principle or feasible in application, [yet] the fact finding 
function which he advocated has always been preserved as its 
leading field of activity.” ® 

Hardly had Taussig joined the Commission when America 
entered the war, and with the consequent great increase in the 
demand for administrators it was inevitable that he should be 
assigned duties outside the Tariff Commission. Those qualities 

1 Explorations in Economics. Notes and Essays Contributed in Honor of 
F. W. Taussig. McGraw-Hill Book Company. 
2 Free Trade the Tariff and Reciprocity, p. 180, note. 


8 I have to thank Mr. Mark A. Smith of the United States Tariff Commission 
for this and other statements relating to Dr. Taussig’s work on the Commission. 
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later described in the valedictory resolution of the Commission, 
“ scientific disinterestedness . . . generous hospitality, the charm 
and force of his commanding character, and his original and 
powerful intellect,” were sure to bring him to the fore in Wash- 
ington, even if his academic distinction had not already marked 
him out. At the request of Mr. Hoover he served with the 
Milling Division of the Food Administration, and at the same 
time was a member of the Price Fixing Committee of the War 
Industries Board. The burden was too great for him, and in 
March 1918 he asked the President to release him from the 
War Industries Board, since the work of his own Commission 
was already in arrears. To a request from the President ! that 
he should make “ the frankest and most cold-blooded choice ” 
between competing claims on his time, Taussig replied that he 
was “ bound to say that the Price-fixing business is more im- 
portant than the inquiry about the Milling Division,” and he 
continued his Price-fixing business. The lessons of the experi- 
ence were embodied in his article: “ Price-fixing as Seen by a 
Price-fixer ’’ (1919), of which he wrote the month before he 
died: “‘I see very little reason for changes that would signify.” 
To one who had been ploughing through the sea of German 
literature on the same subject that article was a beacon light; 
and the memory of a first meeting at Harvard in 1923, when an 
unknown young Englishman was greeted so warmly by an 
incredibly kind and genial old gentleman upon whom he called 
for guidance in his studies of price-fixing, is one which subsequent 
filial intimacy has never dimmed. 

It is evident from his letters that President Wilson esteemed 
and respected Taussig. Without being presumptuous, Taussig 
gracefully assumed the right of independent criticism, not as 
one academic to another, but as one without political ambitions, 
undesirous of thrusting himself into a new sphere of influence 
at the age of sixty, who had to be taken as the whole world knew 
him to be. A striking case in point was a letter to Wilson com- 
menting on his speech at Buffalo in November 1917, in which 
he referred to German Government subsidies. Taussig wrote : 
“So far as I know, the German Government has never paid 
subsidies to German manufacturers and exporters, with the one 
exception of the export bounties upon sugar’’; and he argued 
that in their encouragement of exports the Germans were not 


1 Mrs. Woodrow Wilson has graciously permitted me to quote from the 
letters of her late husband to Professor Taussig, most of which have not been 
. published. 
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singular. Wilson replied: “I am... really chagrined that J 
should have conveyed a false impression,” and asked if he was 
wrong in thinking that the German Government had supported 
their dye manufacturers in America by subsidies. To this 
Taussig answered: “So far as I know—and I believe I am as 
well informed as one can be—the German Government has never 
supported German dye manufacturers in this country, or else- 
where, by any form of subsidy or financial assistance. . . . In- 
direct subsidy may be said to have been given in the form of 
preferential railway rates for export business; but this sort of 
thing, as I have remarked already, has been done by almost all 
countries.” 

With more reluctance and trepidation Taussig submitted his 
views on the general problems of peace and war, because “ in 
times like these it may be that you will wish to know what men 
of my sort are thinking.” The occasion chosen was in January 
1918, in connection with Czernin’s recent statements of peace 
terms. Two of his views are of especial interest. (1) “I am 
firmly of the opinion that we should not continue the war in 
order that France should get Alsace Lorraine, or Italy the 
Trentino. These are matters on which we have our sympathies, 
but which can form no part of our principles of settlement. A 
settlement by popular vote (plebiscite) would be most welcome 
to us. But we cannot fight for this sort of readjustment of the 
map of Europe.” (2) ‘“‘ We cannot insist upon the democratiza- 
tion of Germany, or upon overt political changes in Germany, 
as a condition of peace. The more we insist upon such changes, 
the less likely are they to come in the early future. The endeavor 
of foreigners to oust the autocratic regime tends to strengthen 
that regime; it arouses all the ardor of patriotism in favor of 
what is attacked from outside. I am confident that great political 
changes in Germany are bound eventually to come. Peace 
terms which are in the nature of a draw will promote the change. 
But we must let the Germans settle their institutions for them- 
selves.” 

Encouraged by friends with whom he had evidently been 
airing his views, Taussig submitted in late October 1918 a Memo- 
randum on International Allotment of Important Commodities, 
for the purpose of “ minimising the tension under which the 
world must be during the period of transition from war to peace.” 
The plan is one that fits the facts to-day even more than in 
1918. It called for a Central Board of Control and Allotment, 
with representatives of the allied, neutral and enemy countries, 
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not necessarily commodity experts, but men of “ good general 
judgment and established repute.” Under the general supervision 
of the Board, there should be commodity committees of technical 
experts, with representation by countries on each committee 
varying according to the circumstances. The especially im- 
portant commodities were cotton, wool, copper, tin, rubber, 
sugar and coffee. Price-fixing was not necessarily involved, but 
stabilisation of prices was a main aim and international allot- 
ment would contribute to this. The President responded by 
asking a committee of four to consider the plan. 


IV 


Early in March 1919 Taussig went to Paris, as Chairman of 
the Tariff Commission, to advise the American Commission to 
Negotiate Peace on customs and tariff matters. Another 
American economist, Allyn Young, was already there, and the 
two agreed upon a division of labour, Taussig to be the American 
representative (and Chairman) on the Sub-Committee on Customs 
Relations, Young on the Sub-Committee on Commercial Treaties. 
But Taussig’s activities were not confined to the one specific 
task. He was consulted on the problem of provisioning Ger- 
many and a few days after arriving in Paris went to Mainz 
as the delegate of the United States Food Administration, where 
he found the Germans “ playing a poorly planned game; offer- 
ing their dyes at extremely high prices—exorbitant prices—in 
exchange for food.” At this time his facility in spoken German 
increased his usefulness as a negotiator. 

Taussig was not lacking in sympathy for the French, who 
were “ bitterly indignant that Germany should be able to start 
[producing] at once, and should be allowed to start at once, 
while they must go through long years of reconstruction.” But 
the commercial negotiations were “ affected by the circumstance 
that both France and Italy are hide-bound protectionists.” The 
American representatives aimed at insisting on the principle of 
equality of treatment, with Germany tied down to make com- 
mercial concessions only during the shortest possible transition 
period before regaining autonomy of action. An unwary promise 
of a concession to Italy by the Americans resulted in a flood of 
similar demands, which threatened to wreck an almost agreed 
draft of the commercial clauses. Arbitration by a small un- 
prejudiced committee with absolute powers was determined upon, 
and, to Taussig’s astonishment, the English representative moved 
that Taussig should be made sole arbiter. He gave the Belgians 
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“‘ a modest concession, nothing to anyone else.” But he had to 
come to the assistance of one delegate from a neutral country 
with “a fulsome letter, telling him how ably and persuasively he 
had stated his case, and how near he had come to convincing me.” 

Taussig acted as secretary and editor—and who could have 
been more fitly chosen ?—in preparing the draft provisions of 
the Economic Commission. He saw the importance of unanimity 
among the Allies; and with Mr. Baruch, the head of the American 
Supreme Economic Council, he conferred with Clémentel (the 
French Minister of Commerce) to such good purpose that only 
two points of difference remained. Writing hot from the meet- 
ing with the Big Three (Orlando having left) to approve the 
draft, Taussig thought it quite possible that changes would have 
to be made in the face of German objections; but he did not 
seem to think the clauses bad. On the other hand, he expressed 
himself frankly a few days later on the Treaty as a whole; “ the 
Treaty is drastic, especially in some of the financial and repara- 
tion sections. The language is in my opinion needlessly humiliat- 
ing, and that alone may prevent signature.” Nearly a year later 
in a lecture, A Human Story of the Peace Conference,' he gave a 
detached account of the making of the Treaty. French fears 
and craving for security were behind “many provisions of the 
Treaty which in principle were open to criticism.” He believed 
that “‘ for the future development of livable conditions in Europe, 
for the permanence of the political conditions which we have 
established, German-Austria should go into Germany.” He 
detected a strain of imperialism mingled with the strain of terror 
in France, and feared for the consequences. He was proud of 
the moral force of the Americans as arbiters in 1919; he was 
afraid that in 1920 the moral force was not only impaired, but 
almost lost. ‘‘ We have allowed the Treaty and all that hangs 
by the Treaty to become a matter of partisan controversy.” In 
his view the United States should have representation in the 
remaking of Europe, a representative in Paris authorised to say : 
“We have in mind something else than the welfare of our own 
country.”’ These were noble and brave words. 

By a curious mischance Taussig was not present at the cere- 
mony of the Treaty signing, having been given the wrong kind 
of ticket—one for “a balcony, overlooking the court in which 
the motors arrived and discharged the great people! . . . Per- 


1 A lecture on March 10, 1920, to the Unitarian Club of Boston; steno- 
graphically reported and printed (in part) in the March 25 and April 1 issues of 
the Christian Register, Boston, Mass. 
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haps just as well; I should have been plagued by pity for the 
two poor Germans who went through this heart-rending experience 
for their country.” 

When it proved to be impossible for President Wilson to leave 
Paris and he was preparing to cable a Message to Congress, 
which was to convene in May 1919, he asked Taussig for “‘ recom- 
mendations that you think ought to be incorporated with regard 
to revenue legislation, particularly as affecting tariff duties.” 
The draft paragraphs submitted advocated a remodelling of the 
tax system, with income, excess profits and estate taxes as the 
mainstays in the future. One paragraph recommended that 
there should be no general revision of the tariff system. ‘‘ No 
serious dangers from foreign competition now threaten American 
industries. Our country has emerged from the war less dis- 
turbed and less weakened than any of the European ccuntries 
which are our competitors as manufacturers. . . . Least of all 
should we depart from the policy followed in the Tariff act of 
1913 of permitting the free entry into the United States of the 
raw materials needed to supplement and enrich our own abundant 
supplies.” But even this general paragraph Taussig advised the 
President not to use; he noted that it was “true and sound, 
but likely to stir needless partisan controversy. If the other 
side wants to start general tariff debate, let them do so. But 
best let sleeping dogs lie.”” The President replied: “I have 
embodied practically the whole of what you wrote, and am 
your debtor.” And he included the dangerous paragraph 
verbatim ! 

On two occasions shortly before leaving Paris in June 1919 
Taussig took the initiative in bringing his own views to the 
President, the one on the complicated subject of the sequestration 
and liquidation of enemy property in the new states; the other 
on the Trentino, which reflects an important part of his attitude 
to the Treaty. ‘‘I cannot but believe that it would be a cruel 
infliction upon these sturdy honest folk to transfer them to 
Italian jurisdiction. The prospect is made more cruel by the 
powers which Italy, like any other Allied and Associated Power, 
will have by the liquidation of enemy property. . . . The cession 
of this German territory north of the Trentino is sought to be 
justified on strategic grounds. . . . But have we not discarded 
the theory of strategic boundaries? Is not the League of Nations, 
with its guarantees against external aggression, supposed to make 
this unnecessary? To this the President replied: ‘‘ Your sug- 
gestion about liquidation in the Brenner jumps with my own 
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thought and I will do what I can, though, as you anticipate, the 
difficulties are very great, particularly since we are dealing with 
Italy which has been our despair so far.” 
In 1918 Taussig married Laura Fisher (who died in 1930), 
a second cousin who was one of the prime movers in establishing 
kindergartens in America. The state of the second Mrs. Taussig’s 
health was a private reason (communicated to the President), in 
addition to his longing for academic life, for his decision in 1919 
to resign from the Tariff Commission. When the President 
officially accepted the resignation he also wrote privately to say : 
‘1 hope you know how warmly I mean the expression of admira- 
tion and regret, and let me here add how highly I value the 
admirable work you did in Paris.’”’ Wilson demonstrated the 
sincerity of this expression by leaning on Taussig for advice in 
choosing his successor. On his part Taussig dropped all formality 
and wrote: ‘I feel unbounded admiration for your purposes 
and achievements, and am sure of the place which your Adminis- 
tration wili have in history. So far as domestic problems are 
concerned you have not been able to accomplish all I suspect to 
have been in your hopes; for the war has brought unexpected 
complications and has interrupted the course of political and 
social reform. But what you have done during the war has 
justified the highest hopes of your friends and, most of all, they 
have been able to maintain unshaken their faith in the nobility 
of your character.”” But most significant of all in exhibiting 
the relations between these two scholars was this frank state- 
ment by Taussig, made without fear of being misunderstood : 
“I assume that no imperative calls for a return to public life 
will come to me. But one call there is, not to be considered 
imperative, which might tempt me. I have great intellectual 
interest in what is now going on in Germany, not only because 
the peace of the whole world is involved in her internal develop- 
ment, but because she is likely to try social and economic experi- 
ments of a radical and yet not necessarily impractical sort. IfI 
should by any chance be asked to serve as Minister to that 
country I should be tempted. Under existing circumstances 
man of modest means and academic antecedents might not be 
unacceptable. You have your own ideas on this matter, and on 
every other, and will quietly record this possibility without favor 
or prejudice.” Forty years earlier the young graduate had also 
expressed his interest in Germany when he wrote for his oration 
that the Empire of 1871 “ was in no true sense caused by the 
war with France; it was the result of a movement at least a 
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century old and was based on ideas which had been cherished 
by the Germans for a thousand years . . . and the slowness 
with which the work of constructing it has been done gives 
assurance that it will last long.” 


V 


Withdrawal from public life was not immediate on his retire- 
ment from the Tariff Commission. He was appointed to the 
second President’s Industrial Conference in December 1919, and 
he continued to be a member of the Sugar Equalisation Board 
until 1926. Yet, in the main, the fifteen years after 1920 were 
dedicated to the university, in teaching and research. Taussig 
was in those years the Dean of American economists, his pupils 
already so numerous that the continued outpour could hardly 
add to his renown, however much it added to the already long 
list of distinguished pupils. It was as a teacher that Taussig 
was greatest, and if he had been allowed to make only one claim 
to fame, this would have been his choice. An unpublished 
paper on the American College, written in the last year of his 
life, bears witness to his interest in educational problems; and 
the list of his lectures from 1885 to 1935 is a monument to his 
practical activity. Until 1915 he continued to lecture in the 
introductory course for undergraduates, which by 1900 “ reached 
its level, so to speak, the number thereafter hovering between 
400 and 500.” Harvard men in every walk of life knew him 
from these lectures. But it was “‘ Ec 11”’, as the most famous 
of his graduate courses was called throughout the United States, 
that provided the training-ground for so many American econo- 
mists. The course was famous not so much for its content—a 
critical analysis of classical and neo-classical writers—as for its 
method—discussion directed from the chair in what he liked to 
call the Socratic manner—which was uniquely the product of 
Taussig’s genius. The training was severe because he compelled 
his students to make up their minds. In this respect the influence 
of the “ case method ”’ of instruction in the Law School is perhaps 
discernible. But it had the defect that subtlety of analysis was 
sometimes discouraged if it was incompatible with the making 
up of minds. It was no stereotyped course on unchanging 
texts: the texts themselves were extended—Professor Pigou’s 
Economics of Welfare was added in the late ’twenties—and it 
was made the vehicle of Taussig’s unending critical excursuses 
in economic theory. In preparing for “ Ec 11” his custom was 
to write a running critical commentary on the texts, with frequent 





















BS tate ge Oy 


uf a “ry te 


pve, hy state, engair boe ed 


oH oe . 
Rte ya! pe ee ae, 
5 : e at 





SEES ay PU fe 


, oe ee =A ay te By ) 
Swe Sy VT tel, ate ‘tee ge > ¥ 


+ 


ey 


= 









IPS ay a Pramas 


ie 
Ne Pers 
: 5° 


gt 
oe as 


ead 
mare 


hep gen) 


ES egg cop ES, 





— Ai SI ino RE 


368 THE ECONOMIC JOURNAL [JUNE-SEPT, 


re-writings and additions; and one such record in his manu- 
scripts, this treatment applied to Professor Chamberlin’s Theory 
of Monopolistic Competition when Taussig was nearly seventy- 
five, is a striking tribute to his will to keep abreast. 

It was not easy for Taussig to retire. His own words ade- 
quately express his feelings: ‘“‘ My colleagues and friends said 
they were sorry, and their kind words made me hope that I 
had succeeded in carrying out what had long been my inten- 
tion—to retire when people might still say with some show of 
frankness ‘it’s a pity’ and not wait until they could say with 
complete frankness ‘it’s time’!”’ Retirement was eased for 
him by his retaining the editorship of the Quarterly Journal for 
another year after 1935, when he came Emeritus. A full tribute 
to his work as editor will be paid in another place; here let it 
suffice to say that for forty years he was the Quarterly Journal. 

In full retirement his main occupation was the revision of 
his Principles, an exacting and difficult task, which was the 
cause of many heart-searchings, because he realised that he 
could not graft on to the old plant as much of the new as he 
wished. He once wrote: “If I can revise the book so far as 
to make it acceptable for still another generation, and achieve 
this before the inevitable comes, I shall say cheerfully nune 
dimittis.””’ He deluded himself if he thought that he would lie 
back and wait. This was not in his nature. To the end, despite 
all his doubts about the value of his work, his head was full of 
ideas for modest articles, one or more of which he always had 
on the stocks. Body and mind remained wonderfully young 
and virile. Some decline was inevitable, and he was himself 
acutely aware of his diminished capacity for sustained intellectual 
activity. But his daily vigorous swim to the very end of his 
last summer was a mark of his vitality. That summer, during 
which his son and three daughters and his beloved grandchildren 
were all gathered around him for the first and last time, has 
now taken on the aspect of an unplanned farewell. He was 
sadder than of old, for the war bore heavily upon him. He was 
bewildered by the tempo of events, puzzled when trying to peer 
into the future. His death on Armistice day 1940 came peace- 
fully after a seizure which left him deeply unconscious ; and as 
he rejoiced that his father was spared the cataclysm that engulfed 
the world in 1914, so we may also be thankful that his life was 
not longer saddened by the breakdown of the peace which his 


generation had struggled to establish. 
REDVERS OPIE 
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CuRRENT Topics 


Tue Annual Meeting of the Royal Economic Society was held 
on Monday, June 23rd, in the rooms of the Royal Statistical 
Society. Only formal business was transacted. Sir William 
Beveridge was again elected President, Dr. J. H. Clapham was 
elected as a Vice-President. Sir Arthur Salter, Mr. F. W. Ogilvie, 
Professor F. A. Hayek and Mr. R. F. Kahn were elected to the 
Council. 

Reference was made to the great loss which the Society, in 
common with all other bodies engaged in study and research in 
economics, had suffered by the death of Lord Stamp. 

It was reported that the membership of the Society had shown 
only a negligible decline, from 4,572 to 4,425. There had been 
an excess of income over expenditure of £57 without taking 
account of life-compositions or of subscriptions due from members 
in enemy-occupied countries. 

Mr. Redvers Opie, who is engaged in writing the biography 
of Professor Taussig, would welcome the opportunity of obtain- 
ing copies of letters of interest written by or to the Professor. 
He would be most grateful if owners of such letters would send 
them to him c/o the Assistant Editor, the Economic JourNAL, 
the Marshall Library, Downing Street, Cambridge, who will be 
responsible for seeing that the letters are copied and returned to 
their owners. 





Tue following have compounded for life membership of the 
Royal Economic Society :— 


Dalton, E. Kano, H. Schumpeter, Prof. 
Desborough, E.R. Lattimer, Prof.J.E. J. A. 

Dobson, H. F. D. Liddiard, F. J. Scudder, T. T. 
Freeman, J. F. McLeish, J. Tinbergen, Dr. J. 
Hare, J. E. C. Pursey, G. A. Waymack, W. W. 
Harrisson, Tom Roberts, Miss H. Van 

Hsu, Yu-Nan Dyke 

Isles, K. S. Rostow, W. W. 


Composition for fifteen years’ Library subscriptions :— 


Baker Library, Harvard University. 

Graduate School of Public Administration, Harvard. 
Wesleyan University. 

Williston Memorial Library. 

Yale University. 
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The following have been admitted to membership of the 


Society :— 


Alencar, J. C. de. 
Alghita, N. K. 
Bannon, P. J. G. 
Barna, T. 
Bhatnagar, O. P. 
Blau, Miss G. I. 
Boadle, J. 

Boult, F. 
Bowley, A. E. 
Broadbent, S. 
Carrick, G. A. 
Challen, H. J. 
Christy, D. E. 
Clark, N. A. 
Collins, F. G. T. 
Colvin, G. R. 
Craig, G. H. 
Cynog-Jones, T. W. 
Doherty, W. 
Drake, F. 
Edwards, L. J. 
Eggleshaw, J. G. 
Elkins, A. E. 
Faulkner, R. 
Fleet, A. H. 
Franklin, D. W. 
Fraser, H. C. 
Fraser, K. G. 


Fukui, F. 
Gallon, W. A. 
Gewisgold, M. 
Gibson, W. K. 
Graham, D. R. 
Green, A. Romney 
Hall, C. V. 
Hall, P. 
Harcourt-Rivington, 
8. 
Hayward, C. W. 
Hayward, H. J. 
Hopper, L. N. 
Howes, D. A. 
Hun, Wong L. 


Hutchinson, W. J. G. 


Jarrans, A. 
Kershaw, J. K. 
Knight, A. W. 
Linthwaite, J. 
MacBeath, A. 
McLeod, A. N. 
Markie, F. J. 
Marsden, E. Y. 
Matthews, R. G. 
Mistri, J. B. 
Moos, 8. 
Murphy, Dr. Mary E. 


Musgrave, Rev. J.D. 
Myat-Tun, M. 
Neeson, H. 
Pearson, J. 
Pestell, R. A. 
Pindar, J. W. 
Poddar, B. P. 
Potter, M. 

Read, A. W. 

Rez, A. 
Richardson, A. E. 
Ritcher, J. 
Robertson, J. B. 
Roper, D. H. 
Shaw, A. F. 
Sherman, J. V. 
Smith, F. F. 
Spencer, J. A. 
Tee, L. S. 

Tew, B. 

Tewson, G. E. 
Tudor, R. T. 
Wadsworth, G. E. J. 
White, Dr. H. L. 
Whitty, G. E. A. 
Wigram, D. R. 
Williams, R. E. B. 


The following have been admitted to Library membership of 


the Society :— 


Bank of International Settlements, Basel. 
Fenn College, Ohio. 

Howard College, Alabama. 
Labour Research Department. 


Ministry of Food. 


National Association of Manufacturers, New York. 
Nuffield College, Oxford. 


State College of Washington. 

















RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Vou. CIV, Part I, 1941. Economic Statistics—Retrospect and Prospect : 
H. W. Macrosty. Secular Changes in Death Rates: E. C. Ruopss. 





Economica. 


Fesruary, 1941. Rising Supply Price: Joan Ropinson. The Counter- 
Revolution of Science, Part I: F.A.v.HayeK. The Duties — Banker : 
J. K. Horserietp. The Inter-Relations of Shipping Freights: W. A. 
Lewis. The Age of Tyrannies : E. Hattvy. Development of Industrial 
Production in the U.S.S.R.: A. Bayxov. 

May, 1941. The Counter-Revolution of Science, Part II: F. A. v. Havex. 
Consumption, Investment and National Expenditure in War-time: A. 
Maizets. The Inaccuracy of Expectations: J.C. R. Dow. <A Note on 
the Theory of Investment: G. B. SanpErRson. A Note on Monopoly : 
P.T. BAvER. A Forerunner of Marxism ; Frangois-Jean de Chastellux : 
W. Srark. 


The Review of Economic Studies. 


FesruaRy, 1941. Capital Accumulation, Employment and Price Rigidity : 
T.pEScitovszky. Lagsin Tax Collection: U.K.Hioxs. The Measure- 
ment of Changes in Real Income under Conditions of Rationing: E. 
RotuBartH. The Rehabilitation of Consumers’ Surplus: J. R. Hicks. 
Consumers’ Surplus and the Compensating Variation: A. HENDERSON. 
Monopolistic Competition and the Stability Conditions: M. REpeEr. 
Peculiarities of Indifference Maps Involving Money: A. G. Harr. 


The Political Quarterly. 


Aprit—JUNE, 1941. Resurrection of the League: H. LAvtTEeRPaAcuT. 

Planning for Reconstruction: T.SHarp. The Regional Commissioners : 

REGIONALITER. The Man-Power Problem: G. D. H. Core. The 

Ministry of Supply: D. TyErmMan. Twenty-one Years of Criminal 

Justice: Marcery Fry. The B.B.C. in Wartime: A. Joun. Parlia- 

B. a in Wartime : H.R. G. Greaves. Towards a Regional Empire: D. 
WIE. 


The Eugenics Review. 


p of January, 1941. The Galton Luncheon, 1941. Study of Racial Mizture in 
the British Commonwealth: K. L. Lrrruz. Economic Effects of a 
Declining Population : F. Larrrrs. 
Aprit, 1941. Annual Report of Eugenics Society. Population Trends 
and Policies: F. Larirre. Family Allowances in War-time: Eva M. 
Hussack. Penal Reform: G. Benson. 


The Sociological Review. 

Juty-Octoser, 1940. The Function of Universities in the Modern World : 
A.M. Carr-SaunpERs. Recent Changes in the Trend and Distribution 
our School Population and their Effects on Education : R. 8S. WatsHaw. 
londitions of Life in Rural Shargiya: AsBas Ammar. A Regional 
a of Strikes, 1921-1936: M. Daty and Enip Arxtnson. The 
Slav Patriarchal Family: Vera Enrtuicu-Stem. The 
Measurement of the Relation between Economic Conditions and Mal- 
nutrition : J. INMAN. 
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Oxford Institute of Statistics. 

BULLETIN, Vou. 3, No. 5. Prospects of the Tobacco Trade: S. Moos. 4 
** Human Needs” Diet in War-time: T. Scouuz. Concentration in the 
Hosiery Industry : G. D. N. Worswick. The Réle of Compensation in 
the War Economic System: T. Batocu. Notes on General Rationing : 
M. Kateckt. 

Vout. 3, No. 6. The Budget: M. Katecxi and T. Batocu. Concentration 
in the Leicester Hosiery Industry: G. D. N. Worswick. Yugoslavia’s 
Trade during the First Year of War: 8. Moos. 

Vout. 3, No. 7. The Release of Labour from the Cotton Industry : G. D.N. 
Worswick. The Balkan War and the Blockade of Germany: S. Moos 
and E. J. Buckatzscu. Canada’s Labour Reserve: J. STEINDL. Shelter 
Policy: E. J. Buckatzscu. 

Vou. 3, No. 8, What is Inflation? : M. Katzecx1. Economic Incentive and 
Efficiency in War Industry : J.STernDL. Economic Aspects of the Cinema 
Trade: D. B. HALPERN. 

Vout. 3, No. 9. Point Rationing: F. BurcHarpt and G. D. N. Worswicx. 
War-time Reorganisation of the Coal Industry: A. W. T. Ettis and 
D. B. Hatrern. The Share of Wages in the National Income: M, 
KALECKI. 

Vou. 3, No. 10. Retail Sales during the War: G. D. N. Worswick and 
T. Scuutz. Germany’s Wage Bill and National Income in the First 

Year of War: K,. MANDELBAUM. 






















The Banker. 


Aprin, 1941. Securities Work in War-time. 

May, 1941. The Nationai Finances. 

JUNE, 1941. Bank Costing. Overseas Banking in 1940. 
Juty, 1941. Post-War Finance. 









Planning. 





No. 170. Health in War-time. 
No. 171. America and Britain. 
No. 172. The Future of Germany. 


Fabian Quarterly. 

No. 29. Industrial Conscription and Democracy : T. BAtocH. Household, 
Family and State: O. Gotnancz. Facts about Fish: J. AtTKms, 
Italy—what next ?: P. TREVEs. 

No. 30. After a Year of Coalition: J. Parker. Transport and the War: 

F.C. Watkins. Saving and Spending: Fasrus. A Gap in Workmen's 

Compensation: H. Levy. Post-War Reconstruction and the Press: 

R. 8. R. FIvrer. 
























International Affairs. 
(This journal is temporarily suspended, but a quarterly review supplement 
is published in its place.) 


Vou. XIX, No. 1. June, 1940. 
Vout. XIX, No. 2. October, 1940. 
Vou. XIX, Nos. 3-4. December, 1940—March, 1941. 













International Labour Review. 


Marca, 1941. Mr. Winant’s Farewell Message. A Scientific Labour Policy 
for Industrial Plants: P. Sarcant FLORENCE and LELLA FLORENCE. 
War-time Policy in British Colonial Dependencies. 

Aprit, 1941. Latin America and the International Labour Standards: 
D. H. Buettoce. Organisation for Seamen’s Welfare in Great Britain. 
May, 1941. Reconstruction in Finland: E. Kaura. Morbidity Trends 

and Trade Cycles: Laura E. BopMer. Social Problems on the Northern 


Rhodesian Copper Belt. 
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June, 1941. The End of the Household Means Test in Great Britain: 
A. D. K. Owen. Land Tenure and Agricultural Unemployment in the 
United States: M. CotomBatn. Labour Conditions in Occupied Norway. 


The Canadian Journal of Economics and Political Science. 

May, 1941. Constitutional History and the Present Crisis of Constitutional- 
ism: C. H. McIuwary. Democratic Possibilities in a Totalitarian 
World : H. McD. Cuoxrz. The Impact of the War on Canadian Political 
Institutions : R. MacGrecor Dawson. Taking Stock of Federalism in 
the United States: A. W. MacManon. The Federal Dilemma: J. A. 
Corky. Canada and the Balance of World Power: R. A. MacKay. 


The South African Journal of Economics. 

DeceMBER, 1940. Some Economic and Administrative Aspects of South 
Africa’s War Effort: C. 8. Ricnarps. Problems of Resource Transfer 
in War: J. N. Reepman, P. H. Gutnavurr, H. R. Burrows, I. G. 
Hatiiway and R. H. Smirx. The War and Iis Effect on Agricultural 
Prices and Surpluses in South Africa: 8S. D. NeumarK. State and 
Private Provisions for Soldiers’ Dependants : H. P. PorwaK. 


The Indian Journal of Hconomics. 


January, 1941. The Réle of National Wage and Income Structures in 
International Trade : J.8. Ras. A Simplified Version of the Trade Cycle 
Theory, I: B. N. AparKar. The Control of Soil Hrosion in the West, 
and its lessons for India: B. Muxnerser. Mr. Keynes’ Theory of 
Interest: B. P. ADARKaR and D. Guoss. 


The Quarterly Journal of Economics. 

May, 1941. Frank William Taussig: J. A. Scoumpeter, A. H. Core, 
and E. 8. Mason. The Food Problem in the German War Economy : 
F. Strauss. A Reconsideration of the Theory of E itation: G. F. 
Broom. Reducing Gasoline Prices; British Columbia’s Experiment : 
8. Enxe. The Mobility of Weavers in Three Textile Centers: GLapys 
L. Patmer. Monetary Policy and the Theory of Interest : H. M. Somers. 


The Journal of Political Economy. 

Aprm, 1941. The Logic of Econometric Business-Cycle Research: T. 
Koormans. Industrial Europe at the Time of the Reformation: J. U. 
Nev. The Influence of the Walsh—-Healey Public Contracts Act upon 
Labor Conditions : E. F. Denison. Anthropology and Economics : F.H. 
Knicut. Economics and Anthropology : M. J. HERSKovITS. 


The Review of Economic Statistics. 

May, 1941. The Business Cycle, Interest and Money: F. H. Kyicur. 
Controversial Aspects of Unemployment Estimates in the United States : 
W. 8S. Woytinsky. Defense Financing and Inflation: J. W. ANGELL, 
J. K. Gatsratra, A. G. Hart, C. SHoup, and A. H. Hansen. The 
Short-Term Rate of Interest and the Velocity of Cash Circulation: M. 
— A Neglected Approach to the Acceleration Principle : D. McC. 

RIGHT. 


; The American Economic Review. 

Fepruary, 1941. Papers and Proceedings of the Fifty-third Annual 
Meeting of the American Economic Association. Gold and the Monetary 
System: H. P. Nrisser, C. O. Harpy, F. Macuiup and W. A. Brown. 
Federal Budget : J. H. Wrtt1aMs, B. F. Hatey, D. T. Smrra and L. H. 
SELTZER. % age in the American Economy : H. R. Tottey, T. W. 
Scuutrz, B. H. Hrpesarp and J.D. Brack. Status and Réle of Private 
Investment in the American Economy, 1940 : T. J. Kreps, R. M. Bisset, 

No. 202-3.—voL. LI. co 
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O. L. Atrman and I. DE VecH. Unemployment in the United States, 
1930-50: P. Wexpprnk, O. MorGENSTERN and E. W. Bakke. The 
United States in the World Economy, 1940.; P. T. Exusworrs, L. Pas. 
votsKky and E. M. Parrerson. Economic Consequences of War since 
1790 : H. Orrver and W. L. THorp. Some Economic Problems of War, 
Defense and Postwar Reconstruction: A. H. Hansen, A. R. UPGREN and 
T. O. Ynrema. Price and Price Behavior: J. C. Bonsriaut, W. L, 
THoRP and W. F. CRowDER. 

Marcu, 1941. Economics in a Time of Change: F.C. Mirts. Transporta. 
tion Act of 1940: R. L. Dewey. Rearmament, Recovery and M 
Policy: G. L. Bacu. Armaments Program and National Income: J, 
LinpEMAN. Strikes in a@ Democracy: D. Gaciiarpo. Work-Relief 
Wage Policy: A. E. Burns and P. Kerr. Production Function, 1919; 
Grace Gunn and P. H. Dovuatas. Relationships in Balance of Pay. 
ments: R. O. Hatt. Rupee Circulation in India: D. H. Leavens, 
Comments on 100 per cent. Money: B. J. Hiaamss. 

JUNE, 1941. Marshall’s Economics, the Man and his Times: J. Vuvzn. 
Marshall’s Principles: J. A. Schumpeter. Multiplier Analysis of 
Armament Expenditure: R. V. Rosa. China’s Foreign Exchange 
Problems : Ta-CHunea Liv. Federal Financial System: F. R. Far. 
cuHiup. Planning and Economic Science: D. F. Pecrum. Residual 
Item in Balance of Payments: G. W. MoKintry. Profit Mazximization 
under Monopolistic Competition : S. ENKE. 


The Annals of the American Academy of Political and 
Social Scie-ie. 


Marcu, 1941. Billions for Defense. 


Journal of Farm Economics. 


Fesruary, 1941. This issue of the Journal contains the proceedi of 
the thirty-first annual meeting of the American Farm Economic . 
ciation held in New Orleans during December 1940. Among the 
contents are papers on the effect of the international situation on 
American agriculture, by O. B. Jesnsss, R. C. Smirn and J. D. Brack; 
on agricultural finance, by A. G. Buack and E. C. YounG; on wages 
and labour, by M. R. Benepict, R. L. Apams and J. A. HOPKINS; on 
cotton, by O. C. Sting and L. D. Howent; on agricultural economies, 
by H. G. Porter; on the rent theory as applied to agricultural land, 
by C. H. Hammar; on institutional economics in land economic theory, 
by G. 8S. WenRwern; on land tenure, by M. Harris, R. ScHickerz 
and H. HorrsomMMerR; on research, by Rd E. Jounson, D. R. Russ, 
J. ACKERMAN and M. M. Ketso; on the graphic method, by H. R. 
WELLMAN and W. C. WarTE; and on tobacco prices, by C. M. Criark. 
May, 1941. Some Neglected Aspects of the Wool Duty: F. W. Frtrm. 
An Investigation on Complementarity Relations Between Fresh Fruits: 
S. Hoos. Length of Haul and Farm Commodity Prices: F. L. Barron. 
Farmers in a Changing World: Marncaret G. Rei, D. O. Hamumr- 
BURGH and L. J. Norton. Organizational Problems of Agricultural 
Labor Unions: H. Scuwartz. A Neglected Point in the Economics of 
the Soil: G. Lancs, A. C. Bunce and W. W. Wizcox. Migration and 
Resettlement in the Far Western States : D. McENTIRE. 


Wheat Studies (Stanford, California). 

Marcu, 1941. Rice and Wheat in World Agriculture and Consumption: 
V. D. Wickizer. As much less is known of rice than of wheat, this 
comparative study focuses on the rice world centreing in Monsoon Asia. 
Rice and wheat together constitute the major element in food supplied for 
four-fifths of the world’s population. Contrasts between rice and 
wheat in methods, places and conditions of production and cna 
have far-reaching effects. Per capita consumption of wheat and rice 
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alike has tended to decline, though for quite different reasons. The 

decline in wheat consumption has been largely voluntary; the decline 

in rice consumption has not. 

Aprit, 1941. heat in the Post-Surplus Period 1900-09 with Recent 
Analogies and Contrasts : Hrten C. Farnswortu. The early years of 
this century witnessed no piling up of surplus stocks comparable with 
the accumulations of 1892-96 and 1929-35. In the absence of burden- 
some wheat stocks, the purchasing power of British import wheat, trend 
considered, was moderate rather than low during 1898-1909. From 
about 1902 to the beginning of the World War, 1914-18, the trend of 

purchasing F tata of British import wheat was horizontal, in sharp con- 
Past with downward trends during the 15 to 20 years prior to 1902 and 
from 1922-1939. Since 1939 the world’s wheat output has again been 
heavy, and existing wheat stocks are unprecedentedly large. 
Rivista Italiana di Scienze Economiche. 
Syeem. 1940. Note direttorialt : Prospettive di collaborazione economica. 
prospeitive economiche della Europa. In fase di attesa. A.d.8. 
eles by the Director of the Rivista, chiefly with reference to the new 
economic order to be in Europe. He displays some nervousness as to 
the amount of scope, both economic and political, which Germany 
would be likely to allow Italy to enjoy after the war. JIntorno aila 
traslazione ed all’ammortamento di un’imposta generale ed uniforme sul 
reddito. C.Cosciani. A lengthy discussion of the incidence and i 
bilities of amortisation of a general income tax. The conclusion is 
reached that under some conditions the tax can be shifted but not in 
others, with the result that phenomena of amortisation can arise. In 
long periods, taking into account both the levy of the tax and the way 
in which the proceeds are Bape the volume of saving may be either 
ed or increased. e resultant effects on the rate of interest 
will affect the amortisation of the tax. La manovra finanziaria del 
processo economico nazionale e Vimposta. G. La Votre. A tax system 
is to be regarded as a method of securing that distribution of expenditure, 
as between individual and collective needs, which conforms most closely 
to interests of the community as a whole. Le obbligazioni industrials. 
- Brarportti. Astudy of the Italian market for the _ of industrial 
mds. 





Ekonomist (Zagreb). 

NovemsBer-DecemBerR. Prospects of our Emigrant Savings: J. N. 
Dunpa. The Principal Economic and Social Measures of the Pétain 
Government: B. LatKxovié. Contemporary Methods of State Market 
Policy : O. BRezina. 


Kyoto University Economic Review. 

Aprit, 1940. The Economic Thought in the Middle Period of the Tokugawa 
Era: E. Honso. The Reform of the Tax System: 8.Su1omt. Monetary 
and Financial Reorganization in North China: K. Toxkunaaa. 

Juty, 1940. The Basic Principles of the Hast Asian Synthesis : K. Tant- 
GucHI. The Co-operative Movement under War-time Economic Control : 
§ Yaoi. A Study of the Character of Current Chinese Economy: F. 

OZUMI. 

OcropER, 1940. Economic Thought in the Latter Period of the Tokugawa 
Era: E. Honso. Money, the Economic Veil: ¥Y.Takata, An Ontline 
of Economic Policy in the Tokugawa Period: Y. Honix. 

Scie 1941. riggs yf the Boom aunt Avery a 8. << 

Development t conomic of Japan sv 
quent to the Mex f bad i, Honso. The Viret Phase of the Bank 
China as a Note-issuing co Bk: K. Toxunaca. A Critical Note on 

. A. Robertson’ 8 Theory of of Savings and Investment (1): H. Aoyama. 
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NEW BOOKS. 


British. 


ArnpTt (E. H. D.). Insuring our Insurance. Pretoria: Union 


Booksellers, 1941. 84". Pp. 129. 

[This analysis of insurance legislation in the Union of South Africa, by the 
rofessor of banking in the University of Pretoria, makes it clear that this legis- 
tion is “‘ most superficial and hopelessly out of date.’? Various recommendations 

are made in the light of the experience of the United Kingdom, the United States, 
Australia, Canada, Eire, India and the Union herself. Since the writing of this 
book, and before its publication, the Union Minister of Finance has announced 
** a new Insurance Bill,’’ which “‘ will amend the Insurance Act of 1923 . . . and 
seek to bring the Union’s insurance legislation up to date.’’] 


Arnpt (E. H. D.). People’s Banks in South Africa. Pretoria: 


J. H. de Bussy, 1941. 9}. Pp. 42. 2s. 

[A lecture delivered before the Pretoria Branch of the Institute of Bankers, 
It shows that these institutions—some as Companies, some Co-operatives—have 
made very rapid progress, and attracted considerable savings from the public. 
But it urges the importance of securing legislation ‘‘ to see to it that such savings 
are not exposed to any unnecessary hazards and are treated as trust funds, which 
have been entrusted to such institutions for safe custody and increase.’’} 


BaRkKER (E.). Ideas and Ideals of the British Empire. London: 
Cambridge University Press, 1941. 7°. Pp. viii + 167. 3s. 6d. 

[Professor Barker has given us in six short chapters an outline of the concepts 
and principles that have lain behind British imperial policy at different times 
during the last hundred years. He writes as one who, though ready to criticise 
and anxious to see improvement at every point, yet does not find it necessary to 
blush for all that we have done in the , or for the possession of the empire 
atall. Indeed, no one can have watched the painful collapse of the small nztions 
and the warfare of the large nations without asking himself what we can do to 
make possible larger federations in which minority interests and individual 
cultures are adequately protected. For that problem, the British Empire, with 
all its failures and successes, has many lessons to provide. One may admit 
mistakes and inequities in the past, and yet believe the ultimate objective to be 
worth pursuing. } 

BucuizR (W.). Moneyin Exports. London: Useful Publications, 


1941. 74". Pp. 221. 10s. 6d. 
[This is an agree to provide a practical guide to the various markets for 

those wishing to conduct export trade with any of the main European, Asiatic, 

African or American countries. It was written before the war, and must be 


regarded as relevant to peace-time conditions. ] 

CiaPHAM (J. H.) and Power (EImzEn) (Ed.). The Cambridge 
Economic History of Europe. Vol. I. The Agrarian Life of the 
Middle Ages. London: Cambridge University Press, 1941. 94". 
Pp. xvii + 650. 30s. ! 

[To be reviewed.] 

Cote (Marcaret). War-time Billeting. London: Fabian 
Society, 1941. 8}”. Pp. 24. 6d. 

[This Fabian pamphlet in the research series is complementary to the Fabian 


ublication Evacuation Survey by the same author in collaboration with R. J. 
bh The first book was concerned almost entirely with the problems usually 


pines O of in connection with the word “ evacuation ”’—the problems of the 
women, children and helpless persons evacuated by the Government in the early 
months of the war—and the period under review was that between September 
1939 and May 1940. Since that time evacuation has changed from being 6 
social study to a problem of extreme urgency; not only are there still civil 
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servaits and members of the forces for whom living accommodation hes to be 
found, but the blitz has burst upoa us, rendering thousands of people homeless, 
and it has also been found necessary to scatter many industrial concerns, and 
billets have had to be found for their employees as well as for many voluntary 
evacuees. Certain suggestions are put forward to meet the great difficulties 
involved—suggestions such as compiling data of the number of people who 
require billeting and the amount of accommodation available, a change in the 
status of the billeting officers, and the putting of the whole scheme into the charge 
of one central authority (it is suggested that this body should be the Ministry of 
Home Security working through the Regional Commissioners). Possibilities 
regarding canteens, community camps and “temporary vi ” are also 
discussed. ] 

ConDLIFFE (J. B.). The Reconstruction of World Trade. Lon- 
don: Allen and Unwin, 1941. 84”. Pp. 427. 12s. 6d. 


[To be reviewed. ] 


Crick (W. F.). An Outline of War-Time Financial Control in the 
United Kingdom. London: Macmillan, 1941. 74°. Pp. 59. 6d. 


[This pamphlet fills a real need by providing an accurate, detailed and 
authoritative account of the various financial controls. It is quite indispensable 
to anyone who is concerned, either practically or from a theoretical angle, with 
problems of war-time finance. ] 


CrowTHER (J. G.). The Social Relations of Science. London: 
Macmillan, 1941. 8%". Pp. xxxii + 665. 16s. 
[To be reviewed.] 


Envzie (P.). Economic Warfare, 1939-40. London: Macmillan, 
1941. 84”. Pp.x+ 150. 7s. 6d. 
[To be reviewed.] 


FRAENKEL (H.). Vansittart’s Gift for Goebbels. London : Fabian 
Society, 1941. 8}”. Pp. 16. 2d. 


[The subsidiary title to this Fabian pamphlet is ‘‘ A German Exile’s Answer 
to Black Record.’” Mr. Fraenkel begins by pointing out that it would be com- 
paratively easy to write a black record of almost any country, provided one was 
careful to pick out merely the more reprehensible of her actions. He then 
attempts to show that such a book as Sir Robert Vansittart’s does infinite harm to 
our cause. If we wish to encourage the opposition in Germany—and there is an 
opposition, however inarticulate and uno i to believe in us and our 
cause, we should not lead them to suppose that we are determined to crush Ger- 
many as such. It might be possible to hold Germany down after we have van- 

ished her, but only for a certain time and only by Nazi methods; but how much 

r to show the world, and the liberal elements in Germany in particular, that 
our ultimate goal is to establish a better order in Zurope.] 


GesTeTNER (L.). The Danubian Case. London: Allen and 
Unwin, 1941. 84”. Pp. 42. Is. 6d. 


[A plea for an immediate constructive and workable plan for the entire 
Danube Basin which the Allies can publish in the name of the liberty for which 
they are fighting; and after the war “‘ union of the Danube States, or, at any rate, 
a federation of Austria, Czecho-Slovakia and Hungary ”’; for, pleads the author, it 
is only lack of an alternative plan for better economic, social and political con- 
ditions that has thrown these countries into the hands of the Nazis.] 


Horace PLUNKETT Founpation (Ed.). Year Book of Agricultural 
pare, 1941. London: P. 8. King, 1941. 8}". Pp. 296. 


[In the absence of the Secretary of the Foundation on war work it has fallen 
to Mr. Fay to prepare the Year Book. He has given us a survey of the Colonial 
and Tropical Empire which certainly should be read by everyone who is concerned 
With these problems. It is an ee personal document, enriched from Mr. 
Fey’s own travels and memories; it is frank and downright; it emphasises, as 
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everything that Mr. Fay has written has emphasised, that behind resources and 
organisations lie ordinary human men and women, and that it is their vision and 
activity which dominates the use we make of these resources, and the forms and 
efficiencies of these organisations. Mr. Fay’s bag isa mixed one. Newfoundland 
cod, Jamaican bananas, British Guiana bauxite, Indian sugar, Burma rice, Gold 
Coast cocoa and Kenya coffee, tea and coconuts in South India and Ceylon, 
rubber in Malaya elsewhere. Apart from this, there are the usual com. 
munications from correspondents the world over, and two interesting notes: 
the first, on Father Thomas Finlay, Jesuit, Professor of Mental and Moral 
Philosophy and later of Political Economy in University College, Dublin, editor 
of The Irish Homestead (later incorporated in Irish Statesman), prophet of the 
Raiffeisen principles, one of the creators of the Irish Agricultural Organisation 
Society, is by H. F. Norman; the second, by H. C. Fay, son of the Chairman, 
describes from first-hand experience the differences (many) and the similarities 
(few) between Canadian and English schools.] 


Jay (D.). Who is to Pay for the War and the Peace? London; 
Kegan Paul, 1941. 7”. Pp. 64. ls. 
[Reviewed in this issue.] 


Jennines (W. I.). The British Constitution. London: Cam. 
bridge University Press, 1941. 8”. Pp. xiv + 232. 8s. 6d. 

[It would be a good guess that when all the economists employed to-day in 
Government service return to their lecture rooms they will talk more of the 
administrative difficulties of getting the right thing done at the right moment 
and less, it may be, of supposed equilibria when everything that should be done 
has -been done. Dr. Jennings, whose book on Cabinet Gover t had already 
done much to stimulate thought on the question of how the administration of 
this country works out in practice, has written another book, which should be 
widely . One could quote countless passages as interesting and important 
to an economist as to a political theorist, more particularly where he deals with 
=e of economic co-ordination. One (where he is dealing with the possi- 

ilities and limitations of an Economic General Staff) must suffice: ‘‘ The phrase 
*‘ Economic General Staff’ has often been used, but it is based on a false analogy. 
The need for more information and more detailed examination of governmental 
problems is evident, and was pointed out by the Haldane Committee in 1918. 
A scheme of this kind would not, however, produce immediate results, and its 
benefits would be indirect. Nobody expects the General Staff to produce a 
forei licy, whereas it is apparently thought that an Economic General Staff 
could solve the problems of unemployment, the cotton industry, the mines, and 
soon. This problem in co-ordination is not peculiar to responsible government, 
It arises in any large-scale undertaking. It seems to have been even greater in 

re-war Germany than in pre-war Britain. It is at least as evident in the United 
Btates as in this country. Both Germany and the United States had the 
advantage, however, that the initiative in as could come from a single 
individual. . . . A parallel development in this country could not take place 
without a further exaltation of the power of the Prime Minister. It has 
been suggested that a peace-time Prime Minister ought not to have a policy 
because the essential source of information is in the Departments. If the Prime 
Minister were to approach more nearly to the position of an American President, 
it would be necessary to place the Departmental advisers more closely in relation 
to Downing Street, and so to depress the position of the Departmental ministers. 
This would be to create a new constitutional system, which might be much better 
than the present, if we could be certain that the Prime Minister was a Roosevelt, 
but would be very much worse if he were a Harding. What is more likely is that 
a Prime Minister would develop a second and competing administrative 
under his own control. . . . If some such system were developed, the problem of 
co-ordination would not be solved; on the contrary, it would be made much more 
difficult. Instead of providing co-ordination among the Departments, it would 
create a need for co-ordination between the Prime Minister’s office and the 





Departments as well. . . . The solution of the difficulty must lie in a different 
direction, by enabling ministers to see their problems from a wide angle, by 
enabling the Cabinet to grasp the implications of a problem as a whole, and by 

lacing the Prime Minister in such a position that a general try of the 


epartments becomes possible. Such a solution can be secured only by dec 
the number of Departmental ministers and, therefore, of Cabinet ministers.” 
The book contains a foreword in his happiest vein from Lord Stamp. Who 
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better could have told us of the difficulties of co-ordination? He rightly intro- 
duced a note of realism by asking, when public opinion has become ripe for action, 
who it is who = the trigger, and emphasising the great importance in British 
Government of “‘ the word of one of the Prime Minister’s personal friends. For 
each Prime Minister has had his little group of intimates, sometimes hardly known 
to the public, or officials acting out of school, who have had great influence on 
the moment and manner of ‘ pulling the trigger,’ and even on policy itself. The 
Weirs, Colwyns, Beaverbrooks, Tom Jones’s, Wilsons, pass unseen through the 

s of power. But the pursuit of these personalia is only the gossip of the 
subject, and not the subject itself.’’] 


Lrvy (H.). Back to Work? London: Fabian Society, 1941. 
gf". Pp. 24. 6d. 

[Professor Levy studies in this pamphlet the case of the partially disabled 
worker who, though his case is “‘ terminated ’”’ by the insurance company, is so 
often unable to find work. The blame, Professor Levy says, lies partly at the 
door of the insurance companies, who are more anxious to settle-the case with a 
lump-sum payment than to restore the working capacity of the insured by 
medical benefits and other means, and ly at the door of the employers, who 
are unwilling to accept the partially disabled, both because there is prejudice 
gerne them and through fear of incurring future risks and compensation trouble. 

e first steps recommended to cure the present unfortunate conditions are the 
preparation of a date register of all partially incapacitated unemployed workers, 
the influencing of employers to take them, and reform in connection with the fear 
of “second injury,’ aggravation or recurrence and their financial and legal effects. ] 


Minutes of Council Northern Departmer:t of Rupert Land, 1821-31. 
London: Champlain Society for the Hudson’s Bay Record Society, 
1940. 94”. Pp. Ixxvi + 480+ xi. Privately circulated. 

[To be reviewed.] 


MuranJan (S. K.). Modern Banking in India. Bombay: New 
Book Co., 1940. 8}”. Pp. 422. 


[Prof. Muranjan, Professor of Banking in Sydenham College, Bombay, has 
written a competent and useful study of Indian banking from the earliest times 
to the present day, the greater part of which is devoted to modern problems. 
Chapters deal with Early Beginnings, Present Century Progress, The Structure 
of Interest Rates, The Imperial Bank of India, Structure of Assets and Liabilities, 
the Leading Indian Joint Stock Banks, Economy and Efficiency of Indian Banks, 
the Reserve Bank of India, A Banking Crisis and Many “ Bank Failures,” 
Banking Reform and Banking Legislation, The Long-Term Capital Market. The 
book is a scholarly piece of work, and argument is throughout adequately supported 
by evidence of a statistical character. ] 


Parkes (J.). The Jewish Question. Oxford: Clarendon Press, 
1941. 7”. Pp. 32. 3d. 


[This number in the Oxford Pamphlets on World Affairs is designed to clear 
away some of the misapprehension which has arisen round the relationships of 
Jews and non-Jews. e general ‘‘ problem,’’ Mr. Parkes shows, has two main 
eauses—Jewish tradition and Jewish experience; and the modern problem has 
also two—the persecutions in Tsarist Russia at the end of the last century, which 
led to the flooding of Western Europe and America with several million Jewish 

from a totally different cultural level, and the rise of nationalism since the 
war of 1914-18.] 


Pumpnrey (G. H.). The Story of Liverpool’s Public Services. 
Liverpool : University Press (London : Hodder and Stoughton), 1940. 
9. Pp. xi+ 217. 5s. 


[This book, as the author tells us, grew from notes prepared for a series of 
lessons on citizenship. It contains much information concerning the history 
and development of Liverpool’s public services, such as transport, the 
office, the port, lighting, water supply, sanitation, housing, education, the police, 
the fire brigade and municipal government, and is illustrated with a certain num- 
ber of photographs. The should prove of assistance to all interested in 
the development of urban life, and not merely to the citizens of Liverpool.] 
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Purpon (C. B.). The New Order. London: Dent, 1941. 7’, 
Pp. xvi + 286. 7s. 6d. 


[Mr. Purdon provides here a plan for a new order in England. It provides a 
magnificent and all-embracing structure of Boards, Guilds, Departments and 
Committees. May a reviewer who suffers from a temporary surfeit of such 
bodies, with their perennial inclination to deliberate but not to decide, suggest 
that if the policies and the determination to carry them into effect exist, almost 
any structure can be made to work? If the policies do not exist the most 
perfect structure is useless. Mr. Purdon’s policies seldom descend from the very 
general toward the practical details that are necessary. ] 


Scott (W. R.) (Edited by A. L. Maorte). Studies Relating to 
Adam Smith during the last Fifty Years. London: Humphrey 
Milford, 1941. 10’. Pp. 28. 2s. 

[Everyone will feel grateful to Dr. Macfie and to the British Academy for 

ing available this short posthumously published essay by the late Professor 
W. R. Scott. At his death the earlier sections had been completed and revised, 
the end was still unwritten. One is left wishing more strongly than ever that 
he might have been spared to complete it, for his discussions range over the 
whole iiseratare from Adam Smith to the present day, and he was attempting to 
measure both the continuity of thought, and the extent to which recent reactions 
against freedom of enterprise had done damage to the original structure. ] 


Sootatist Cuarrry Group. A Labour Plan of War-Finance. 
London: Victor Gollancz, 1941. 8”. Pp. 22. 3d. 


[This is a well-argued and useful pamphlet which deserves attention. It 
argues that any adequate plan of war finance must provide for the nec 
reduction of civilian purchasing power, redress the present inequalities of economic 
burdens both during and after the war, limit luxury expenditure, ensure the 
maintenance, within possibly restricted limits, of Trade Union independence and 
the principles of collective bargaining. It rejects plans which stabilise wages 
while maintaining profits, which leave matters to be settled by the price system 
(which means inflation), the Keynes plan (on the und that it provides no 
safeguards against dis-saving, against unequal expenditure, and against post-war 
disadvantages to the working class) and finally ‘“* war communism ”’ (the control 
by Government of the whole economic life combined with distribution of food 
and necessities irrespective of existing claims to wealth). The practical proposals 
include: extension of rationing; direct limitation of civilian expenditure (the 
Kalecki scheme); re-imposition of limitation of dividends; short-term borrowing 
at very low interest rates; an annual capital tax to reduce post-war burdens; an 
increase of income tax to, say, 12s. 6d. in the £ andan extension to lower income 
limits, combined, however, with bigger family allowances; reduction of E.P.T. 
to 90% (conditional on other increases of taxation); extension of the Price of 
Goods Act to other commodities; revision of Government agreements with 
railways and other large interests; wage increases to be limited to cost-of-living 
increases except in certain cases. Much of this would be common ground to all 
serious critics. There are places, however, where the argument is not easy to 
follow. Is it quite fair to Mr. Keynes to say that, “‘ when he has shown that 
those with over £250 a year cannot pay for the war, he appears to take the line 
that on that account they need not pay more than they are [1.e., were then] doing”? 
The very next sentence shows that they regard “ sacrifice of consumption ”’ as 
the thing that is to be shared equitably. Mr. Keynes was proposing to diminish 
the power of the rich to consume by £750 millions gross, or, allowing for increases 
of war incomes, by £350 millions net. It is of course arguable that this was 
nothing like enough, but it can hardly be described as nothing. And are they 
right in assuming that the rich may exploit the working classes by causing post- 
war inflation and thus destroying the value of the forced savings? Is not the 
danger of deflation infinitely greater, and is not there a probable net gain to wage 
earners from inflation and a reduction in the real burden of the national debt 
—a gain which can admittedly be better obtained by a capital levy ?] 


15 (G.). Canada. Oxford: Clarendon Press, 1941. 7°. Pp. 


32. . 


[This small a in the series of Oxford Pamphlets on World Affairs 
covers with admirable brevity a very wide field. It gives a short account of the 
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geographic, demographic and economic background of the Dominions; it 
emphasises the divisions caused, not only by geography, race, and religion, but 
also by ‘‘ the disintegrating force of provincial sovereignty,’’ and shows how these 
divisions had become increasingly acute in the years before the war, partly because 
the old wheat economy was giving place to a new reliance on a much wider field 
of products which greatly changed the relative wealth of different Provinces. 
“ The problem of Canadian governance is supremely the problem of national unity. 
National unity—the easing of stresses and strains, the softening of rivalries, the 
diversion of grievances that may nourish ideas of secession, the buying off or 
conciliation of battling economic groups—this is the task of any truly Canadian 
Prime Minister or party.’’ When war came, ‘the Canadian people as a whole 
felt definitely menaced, not so much (until the fall of France) by direct aggression 
as by the threat to the shape of the world in which a Canadian nation could grow. 
. » - It is this world which has produced the democratic system of government, 
he ideals of freedom of thought and peoples, and of Social welfare . . . scientific 
endeavour ... the test measure of material poe and international trade. 
It is now the poorwe bulwark of Catholicism and Protestantism, of Christendom. 
The German doctrines of racial supremacy, the war-state, and totalitarian thought 
struck at each of these. Combined, they formed the world Canadians wished to 
live in and believe in.’’] 


StotPeR (G.). German Economy, 1870-1940. London: Allen 
and Unwin, 1940. 8”. Pp. 283. 7s. 6d. 


[A commendably terse, inclusive, well-arranged, factual analysis. Special 
skill is shown in proportioning data to ideas; the former sufficiently explained, 
the latter adequately supported. The book ‘“‘ reads”’ like the work of a man 
who is exceedingly well-informed, exact in observation and accurate in statement. 
In the pre-1914 section the merits of social insurance are perhaps overstressed : 
one remembers Bebil’s incisive ‘‘ for living too little, for pes mw too much.”’ It 
may also seem an exaggeration to call industrial Germany of that period “ well- 
balanced within herself and as a member of the world economy.” e treatment 
of banking tells very little of the Reichsbank, of the sources from which other 

banks drew their capital and deposits, of their quantitative importance in 
industrial finance. In the 1918-1933 period a fuller account of taxation seems 
desirable, more particularly on its distributive side. It should not be assumed 
that Erzberger’s measures are so familiar to non-German readers as to need no 
description. A closer analysis of the effects of inflation on different sections of 
the propertied classes would have been valuable, together with some study of the 
attempted migration into trade, industry, and the professions by the old “ officer ”’ 
class. In the Hitler period also taxation is treated very slightly, and no attempt 
is made to analyse the class distribution of power and influence under the new 
rgime. Finally from first to last two major elements of German culture, education 
and anti-semitism are almost sensationally neglected. Some of these points are 
closely related to a weaker side of the k as a whole, namely its author’s 
incuriosity as to the psychological forces which move behind what he is describing. 
It is something of a feat to have treated seventy years so rich in personality and 
class-antagonism without an attempt at one pen-portrait, without examining one 
mentality of any section of the community. In sum: a really excellent work for 
current orientation and reference, but unlikely to be much remembered twenty 


years hence. ] 

THompson (Lian G.). Sidney Gilchrist Thomas. London: 
Faber and Faber, 1940. 84”. Pp. 328. 12s. 6d. 

[To be reviewed. ] 

VervuLAM (F.). Production for the People. London: Lawrence 
and Wishart, 1940. 84". Pp. xv + 296. 7s. 6d. 

[To be reviewed.] 


WankELyn (H. G.). The Eastern Marchlands of Europe. Lon- 
don: George Philip & Son, 1941. 8}”. Pp. xxii + 356. 12s. 6d. 


__ [As war again begins in the eastern marchlands of Europe, Miss Wanklyn’s 

study of their politics, their economics and their physical background is peculiarly 

. This is a very thorough work by one of the lecturers in the Cambridge 

ye graphy School, based ag careful local study as well as a thorough examina- 
m oO ’ 


published material. The book is concerned with the Baltic States; 
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Poland and ig; the Danubian countries—Czechoslovakia and Hungary; 
and Jugo-Slavia. enever it may come, it is these that will provide the major 
difficulties of any Peace Conference. ] 


Ways and Means of Post-War Finance. London: Methuen, 1941. 


7’. Pp. 33. Is. | 
[The author of this pamphlet has a plan for post-war finance which he is 
anxious to see discussed and criticised. Briefly it is this: if the war lasts until 
1942, the increase in the war debt may be of the order of £10,000 million; this 
would involve some £300 million in interest charges and some £200 million for 
amortisation; with pre-war debt services this may amount to £800 million; 
ing that present revenue is maintained, 10s. in the £ will be necessary to 

meet these charges alone; instead, let the Government make use of the valuable 
asset that it possesses—its goodwill; let it create capital-raising facilities and 
redeem the debt by offering in its place an alternative security of equal status 
in the stock of a great Government Guaranteed Corporation to be formed to 
handle the creation of the new credit. The author has tried this plan on various 
friends in the financial world, several of whom have argued that the effect is 
inflationary. Is not the main objection simpler? If he wishes to issue these 
securities to the present holders of the national debt, what recompense is he pro- 
posing for those who bring into existence the new capital represented by this 


stock ?] 


Witson (Sir ARNOLD) and Mackay (G. S.). Old Age Pensions, 
London : Oxford University Press, 1941. 10’. Pp. xx + 238. 16s, 


[To be reviewed. ]} 
Wison (D.). Germany’s “New Order.” Oxford: Clarendon 
3d. 


Press, 1941. 7”. Pp. 32. 

[Germany’s ‘“‘ New Order,’ although well-timed to appeal to a Europe in 
chaos, is bound to be suspect, as it is surrounded with lies and is naturally studied 
in the light of Europe’s recent experience of Germany. The author argues that, 
even if she would, Germany could not change her methods, as her whole economic 
is built up on the war machine, which must continuously be fed. The 


system 

‘** New Order ”’ would appear to be, perhaps, a better order for Germans, but for 

the perme of the other countries of Europe it is the old order of exploitation. 
} 


This publication is one of the Oxford Pamphlets on World Affairs. 


American. 


Bakke (E. W.). Citizens without Work. New Haven: Yale 
University Press for the Institute of Human Relations (Oxford 
University Press), 1940. 9”. Pp. xi+ 311. 18s. 6d. 

[To be reviewed. ] 

Bakke (E. W.). The Unemployed Worker. New Haven: Yale 
University Press for the Institute of Human Relations (Oxford 
University Press), 1940. 9”. Pp. vii + 465. 24s. 

[To be reviewed. ] 

Bearp (C. A.) and Smrrx (G. H. E.). The Old Deal and the New. 
New York and London: Macmillan, 1940. 7}”. Pp. 294. 8s. 6d. 

[To be reviewed. ] 

Brown (C.C.). Liquidity and Instability. New York: Columbia 
University Press (Oxford University Press), 1940. 9”. Pp. xiii+ 
282. 20s. 

[To be reviewed.] 

Gorpon (Marcaret §.). Barriers to World Trade. New York: 
Macmillan, 1941. 84”. Pp. xii + 530. $4.00. 

[To be reviewed. ] 
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Hamiuton (W. H.). The Pattern of Competition. New York: 
Columbia University Press (Oxford University Press), 1940. 8}". 
Pp. vi + 106. 8s. 6d. 

[It is Med mace to say that it is the of lectures to stimulate rather 
than to inform. These lectures (delivered like those of Professor Warren and 
Dr. Newcomer at the Summer Session of Columbia University, 1940) are the 
champagne of teaching—-stimulating, effervescent, but somewhat heady if taken 
in large quantities. © first lecture—As Reason Would Have It—gives a brilliant 

of the analytical and philosophic background of laisser faire; at the end, 
as at the end of a lecture by Graham Wallas or by McTaggart, one is left with a 
feeling that here is both theoretical and practical perfection. In the next lecture 
—The Way of Man with Industry—the actual structure of American industry is 
depicted; in one case after another we find monopoly, oligopoly, price leadership 

a firm of overwhelming strength, chaotic exploitation of natural resources 
(as in the case of oil), catastrophic competition (as in the case of women’s dresses), 
excessive power over the distributors (as in the case of automobiles). And so 
we are led to hope that The Law will Make it Right; here we are brought face 
to face with the practical difficulties of enforcing the Sherman Act with wholly 
insufficient appropriations as inst powerful and rich corporations; the limita- 
tions on expenditure in partic made it necessary that the staff should mainly 
consist of qualified lawyers with the skill necessary to present the cases brought 
to court, and thus economic and industrial expertise were insufficiently 
represented. And so in a plan for the future—Invitation to Design—we must 
have a much larger appropriation combined with a legal procedure at once 
simpler, less expensive and more expert in industrial affairs. Thus from a wide 
and growing case law would eme @ more clearly defined legal framework. 
But even this will not make it possible to sit back and admire the handiwork of 
the past—‘‘ the task of keeping industry the instrument of the commonwealth 
is as arduous as it is everlasting.’’ These ninety-nine stimulating pages contain 
more wisdom (and more digestible fact) than all the wearisome tomes on the 
Trust Problem placed end to end.] 


Lzstrer (R. A.). Economics of Labour. New York: Macmillan, 
1941. 9". Pp. xv +913. $3.75. 
[To be reviewed.] 


Lewis (CiEonA) and McCiettanp (J. C.). Nazi Europe and 
World Trade. Washington, D.C.: Brookings Institution, 1941. 8’. 
Pp. xi + 200. $2.00. 

[To be reviewed. } 


Mayer (J.). Social Science Principles in the Light of Scientific 
Method. Durham, N.C.: Duke University Press, 1941. 9”. Pp.. 
xiii + 573. $4.00. 

[To be reviewed.] 


McNare (M. P.) and Meriam (R. S.). Problems in Business Eco- 
nomics. New York and London: McGraw-Hill, 1941. 9”. Pp. 
xiv + 654. 35s. 


[The main Pe a of this book is to provide for the teaching of economic 
theory to students in Business Economics in the Harvard Business School a 
case-book similar in character to those which are used in other branches of their 
work. It is designed for ‘‘ prospective business executives ’’ and is concerned, 
therefore, mainly with the practical decisions which they will be required to 
make rather than with the analytical problems that face a pure economist. Thus 
the theory of distribution as such receives little attention. But within its field 
the book provides a series of problems sufficiently difficult to make serious calls 


- on the resources even of a good theoretical student, and at the same time places 


the theoretical — in the more complicated practical settings in which they 
usually arise. To take one — the data are given of the demands for elec- 
tricity in seven areas of the T.V.A., including the average consumption per head 
before the introduction of the new lower rates, and at June 1935; period that 
the T.V.A. rates have been in operation in each case is given; the increase in 
numbers of consumers is given; the total income at the two dates is given; all 
the material is then available to make comparatively simple calculations of 
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immediate elasticity, while a serious student can sit down and attempt to judge 
how elasticity is increasing with time, how soon it will reach its maximum, and 
what the elasticity may be at that maximum. Problems of similar complexity 
appear on almost every page. But quite apart from its merits as a case-book, 
this volume might well command a as a source book. The final sections on 
business cycles and business policies and on current problems of public policy 
contain many of the original documents upon which any final view must be 
built. Some of the documents presented to the Temporary National Economic 
Committee and other similar bodies are here conveniently available, set against 
other statements of the same problem. A memorandum prepared by an unnamed 
group of economists for some unnamed corporation with regard to the 
underlying ideas and objectives of the T.N.E.C., to quote one example, is of 
quite unusual interest and not generally known to economists already.] 


Ner (J. U.). Industry and Government in France and England, 
1540-1640. Philadelphia: American Philosophical Society, 1940. 
9”. Pp. x + 162. $2.00. 


[Reviewed in this issue.] 


Newcomer (Mapex). Taxation and Fiscal Policy. New York: 
Columbia University Press (Oxford University Press), 1940. 84". Pp. 
vi + 89. 8s. 6d. 


[In 1940 five short courses of lectures on the economics of public policy were 
delivered by specialists at the Summer Session of Columbia University. They 
were intended to summarise the recent contributions of the lecturer and others in 
the same field, and to appeal, not to the expert, but to the intelligent citizen. 
These lectures have now been published by the Columbia University Press, and 
Dr. Newcomer’s book is one of the series. Her five lectures were concerned with 
the rising cost of government, with tax systems and justice, with competition 
and co-operation among taxing authorities, and with government fiscal policies 
and business fluctuations. The last of these lectures, which for the foreign réader 
has most interest, is partly concerned with the reactions of taxation policy on 
dividend policy, partly with the more familiar problem of deficit budgetry. Dr. 
Newcomer approaches the question historically rather than analytically. She 
remains essentially agnostic as to the efficacy and political wisdom of pump- 
priming, and is mainly concerned to explain the reasons for the comparatively 
small results that it achieved in certain of the depression years. ] 


PatsH (SiR GEORGE). The Defeat of Chaos. New York and Lon- 
don: D. Appleton-Century, 1941. 74”. Pp. vi+ 122. 4s. 6d. 


[The plea of Sir George Paish’s book is for a quick return to the sanity of a 
liberal free-trade economy, and, if all could be persuaded to partake, it would be 
difficult to refute his arguments. It is more difficult to decide what is best in a 
world in which beggar-my-neighbour policies are part of the daily political stock- 
in-trade, and in which the conflict between freedom to follow a wise internal 
policy and the need to consider the reactions of it on the foreign exchange market 
is increasingly acute. Sir George Paish has his own World Order. He argues 
its case as Phin) to each of the major countries with all the force one has learned 

im. 


to expect o 


Ratocurorp (B. U.). American State Debts. Durham, N.C.: 
Duke University Press, 1941. 9”. Pp. xviii + 629. $5.00. 
[To be reviewed.] 


Rowtanps (D. T.). Two Decades of Building and Loan Associa- 
tions in Pennsylvania. Philadelphia, 1940. 9”. Pp. ix + 132. 


[A study of the types of operating plan, size, capital structure and liens of 
association of building and loan associations in Pennsylvania, based on audited 
reports of associations, annual “‘ Call’’ statements submitted to the Division of 
Building and Loan Associations of the Department of Banking, and reports of 
examiners maintained by this Department. The publication was a thesis for 4 
Ph.D. and was originally printed in ‘“‘ The Pennsylvania Bulletin.”’] 
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Suaw (E. 8.) (Ed.). Proceedings of the Nineteenth Annual Con- 
ference of the Pacific Coast Economic Association. Eugene, Oregon : 
Koke-Chapman Co., 1941. 10}”. Pp. 138. 

[As in earlier years the papers read to the Conference cover a very wide field ; 
more than usual are devoted to problems of general, as opposed to local, interest. 
To foreign readers those which most deserve study include papers on T'he Expand- 
ing Universe of Monetary Theory by Anatol Murad, on On Hiatus in Risk Theories 
of Knight and Myrdal by E. W. Swanson, on Imperfect Competition and the Demand 
for Labour by R. F. Mikesell, on J. R. Hicks on Dynamic Theory by F. L. Kidner, 
and on The Hicksian Elasticity of Price Expectation by E. 8. Shaw. Other 
interesting papers deal with problems of war potential and war finance. } 


SmirH (R. 8.). The Spanish Guild Merchant. Durham, North 
Carolina : Duke University Press, 1940. 9”. Pp. ix + 167. $2.50. 
[To be reviewed.] 


STUDENSEI (P.) and Mort (P. R.). Centralised v. Decentralised 
Government in Relation to Democracy. New York: Teachers 
College, Columbia University, 1941. 93". Pp. v+ 69. $0°75. 

[The background to this book was a study of the arguments for local govern- 
ment advanced in the political science literature of various countries, which 
Professor Mort undertook in 1930 with the aid of a number of investigators 

vided by the Works’ Progress Administration of the City of New York. In 
its present form it is a study of the arguments on both sides—for local and for 
centralised government; it originally appeared in “The Teachers College 
Record.”’] 


THomas (Dororuy §S.). Social and Economic Aspects of Swedish 
Population Movements, 1750-1933. New York: Macmillan, 1941. 
8". Pp. xxiii + 487. $6.00. 


[To be reviewed. ] 
VittaRD (H. H.). Deficit Spending and the National Income. 


" New York: Farrar and Rinehart, 1941. 8’. Pp. xviii + 429. $3.50. 


[To be reviewed. ] 


WarrEN (R. B.). The Search for Financial Security. New York : 
Columbia University Press (Oxford University Press), 1941. 84". Pp. 
91. 8s. 6d. 


[This, like the books of Dr. Mabel Newcomer and Prof. W. H. Hamilton, formed 
originally a short course of lectures delivered during the summer session of 1940 
at Columbia University. The search with which f. Warren is concerned is 
not, as might perhaps be supposed, that of the investor or the individual for a 
secure investment or for security of tenure, but the national search for a storm- 

f mone system. Prof. Warren attributes the monetary difficulties of 
933 not to difficulties of conversion of currency into the basic metal, but 
rather to difficulties of conversion of bank-credit into currency, and even more 
to difficulties of inter-convertibility of credit in different banks. The subsequent 
legislation has, he thinks, offered protection against one set of hazards while 
introducing another set. To take one example, the issue of Federal Reserve 
notes against Government securities was originally prohibited because it was 
feared that it might lead to over-issue. The prohibition was repeated because it 
was feared that unless currency was issued against Government securities there 
would not be enough currency. But hazard of some sort is unavoidable. ‘‘ The 
price of security is the realisation that as an absolute it is unattainable; some- 
thing always to be sought, but never to be found.”’] 


Warrseck (R. H.), Wiui1ams (F. E.), and Caristians (W. F.). 
Economic Geography of South America. New York and London 
McGraw-Hill, 1940. 9”. Pp. x + 469. 24s. 6d. 

[This is a third edition of a well-produced and copiously illustrated text-book 
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of economic geography. It manages better than most such books to combine a 
reasonable degree of comprehensiveness with a proper distinction between 
subjects of major and minor importance. Thus, in the case of Chile, most of 
the space is devoted to a very full discussion of nitrates and copper; the agri- 
culture of the Central Valley is ag described, but properly subordinated 
to the two main export crops. e result is a book that is infinitely more 
readable than the usuel treatise on economic geography. It contains much 
information that will be valuable to ali who have to consider economic problems 
of South America. ] 


Swiss. 


Kiramura (H.). Zur Theorie des internationalen Handels, 
Weinfelden : Neuenschwander’sche Verlagsbuchhandlung A.G., 1941, 
9°. Pp. 269. 

[The author of this book sets himself a double purpose : First, to examine 
critically the basic elements of the “‘ classical theory ’’ of international trade, 
Second, to incorporate the theory of output as a whole in this department of 
economics. Actually, in the five loosely connected parts of this work, little will 
be found that is not already well known to students of this subject. In one part 
the thesis that the theory of comparative costs is the general theory of the 
conditions under which the division of labour is adventageous is put forward, and 
it is emphasised that this has nothing to do with the labour theory of value, 
and is not a theory of value at all. In another part the conditions of full equi- 
librium are outlined at great length. Half a part is devoted to the refutation, 
along well-known lines,’ of the purchasing power parity theory of the er 
The other half of this part contains a gallant attempt at presenting an up-to-date 
version of the mechanism of the balance of payments. This is the most stimu- 
lating part of the book, and it is a pity that Mr. Kitamura has failed to take 
account of recent work done in this field, notably by Mr. Harrod and Mrs. 
Robinson. In a conclusion that is very loosely connected with the rest of the 
book, and almost reaas as an afterthought, Free Trade and the Gold Standard 
are denounced with great violence. The first, because the gain from trade is 
held to accrue to richer countries in larger measure, the second, on the ground 
that exchange-stability is purchased at the price of internal instability. These 

ents are supported with very little reasoning, and no attempt is made to 
evaluate the advantages that are claimed on the other side. is last part 
ends with a general attack on laisser-faire, the relevance of which to the matter 
of the book is not clea.’.] 


Srvedish. 


Suviranta (B.). War Indemnities and Capital Levy in Finland. 
Stockholm: Supplement to Svenska Handelsbanken’s Index, 1941. 


9’. Pp. 24. 

[This gives an account of the steps which Finland had taken to clear up the 
problems of war finance and compensation left by the first Russo-Finnish War. 
Owners of ceded territories were compensated, in the case of small owners to 
100 per cent. of the value of their property, in the case of richer owners to & 
maximum figure in some cases, and in others by a declining percentage of the 
total value. Of an estimated total of 9,000 million marks, 6,000 million was to 
be procured by a capital levy; this was to be progressive, rising from 2} per cent. 
at 40,000 marks up to 15 per cent. for a fortune of 6-4 million marks, and in 
case of private individuals (as distinct from corporations) up to a maximum of 
20 per cent. The levy was to be increased in the case of childless persons over 
24 40 per cent. of the levy imposed. It was to be collected in ten half-yearly 
instalments, but pre-payments were to receive interest. The levy was payable 
by transfer of land (which was wanted to re-settle the evacuated population), 

by surrender of approved securities, or alternatively in cash. As a 
the latter but | the banks were “liable to withhold 10 per cent. of | 
sits standing in the name of the depositor at the end of 1939 and amounting 


or 
to 
depo 
to at least 10,000 marks.’’ The purpose was apparently to prevent default. The 


financial implications of the levy are very competently discussed by Professor 
Suviranta, who is economist to the Bank of Finland.] 
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Official. 
An Analysis of the Sources of War Finance and an Estimate of the 
National Income and Expenditure in 1938 and 1940. London: H.M. 
Stationery Office, 1941. 93”. Pp. 16. 3d. 
[Reviewed in this issue.] 


The Labour Situation in Great Britain. Washington, D.C.: 
International Labour Office (London: P. 8. King), 1941. 9’. Pp. 
56. ls. 


[This Survey, prepared by Mr. A. D. K. Owen and Mr. Neil Little, gives an 
admirable summary of the position, so far as it could be known from published 
sources, at October 1940. The political background and the higher machinery of 
control have since been somewhat changed, but the essenti have remained 
much as they were. Any criticism of the Survey must be directed at the failure, 
probably inevitable, to distinguish between powers entrusted to Ministers and 
the actual use made of then. Though the powers have been enormous they 
have been exercised little (some would say too little) and the democratic and 
sometimes dilatory arts of persuasion have been substituted for autocratic 
directions which Ministers have felt difficulty in applying uniformly and justly 
over the whole field.] 


National Resources Planning Board. The Structure of the 
American Economy. Part II. Toward Full Use of Resources. 
Washington, D.C.: United States Government Printing Office, 1940. 
11”. Pp. 48. 15 cents. 

[This is a most interesting and important document, containing a symposium 


on the problem of full yg eee y G. C. Means, D. E. Montgomery, J. M. 
Clark, A. H. Hansen and M. 


Ezekiel. ] 
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